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Administration of Estates in Bankruptcy—IV 
By Norman 5. YOUNG, A.I.C.A. 


Crepitors’ CLAIMS 
1. Ordinary Claims 


‘ Probably the most important and certainly one of the most difficult 
duties which a trustee is required to perform is the determination of 
the claims of creditors. The trustee must not only fix the amount of 
each proof precisely and accurately, but he must examine the basis on 
which proofs are founded for the purpose of detecting claims which are 
fraudulent or which, for some other reason, are not admissible as provable 
debts. 

The claims of creditors fall broadly into three classes, namely, priority, 

ordinary and deferred. This division is an arbitrary one, and the priority 
and deferred claims are in the nature of statutory exceptions to one of 
the basic principles of bankruptcy legislation, viz., that all creditors 
shall share rateably in the distribution of the estate of the debtor. 
. The Federal Bankruptcy Act binds the Crown (S. 5), and the limited 
priority given to the Crown is contained in S. 84 (1) (h), although 
occasionally the Crown may also enjoy priority rights as a landlord under 
Sub-section (i) of the same section. Ss. 84 (1), 88A, 84 (4) and 93 
also extend the privilege of prior payment, in part at least, to the claims 
of certain other creditors, either on the grounds of public policy or 
equity. 

At the opposite end of the scale are those claims which have been 
singled out by Parliament as not entitled to compete with the claims 
of ordinary creditors—the deferred claims. Statutory provisions regu- 
lating the rights of the deferred creditors are contained in Ss. 85, 86, 
and 94 (2) (b). 

_ For the purpose of ascertaining the nature of the debts which are 
er in bankruptcy, it is necessary to refer to the provisions of 

. 81 of the Act. 

. In practice the vast majority of creditors’ proofs are based on a con- 

sideration consisting either of goods sold and delivered, services ren- 

dered, or money lent, and it is but rarely that a trustee has to deal with 

rt proof which has to be rejected on the grounds that it is not a provable 
bt. 

Indeed, a first reading of S. 81 would leave the impression that there 
is practically no type of claim which is not a provable debt. Thus, proofs 
for damages are allowable, irrespective of how uncertain or unliquidated 
the claim may be, and whether the damages arise out of a contract, a 
promise or by reason of a breach of trust. 

Where the trustee has difficulty in fixing the amount of a debt, he 
must take all the relevant facts and circumstances into account, and 
make an estimate. This has to be done in the case of all contingent 
debts, or claims (such as a claim for damages), which do not bear a 
certain value. The trustee’s estimate may not always satisfy the creditor, 
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in which case the section provides that an aggrieved creditor may appeal 
to the Court. On the hearing the Court will decide if the claim is of 
such a nature as to be capable of being fairly estimated. If the Court 
finds that it can be, the amount fixed by the Court is binding on both 
trustee and creditor. On the other hand, if the Court considers that the 
claim is not capable of being fairly estimated, no proof can be allowed 
and the claim is therefore not a provable debt. 

In addition to claims which the Court may determine are not provable, 
there are certain other debts which are not provable and which are 
referred to hereafter. 

A trustee in dealing with proofs should insist upon the production of 
sufficient evidence to demonstrate 

(1) That the debt is owing by the debtor. 

(2) That the amount of the debt is correct, and that where interest 
and costs are added that they are properly calculated and 
authorised. 

(3) That the creditor has taken into account and properly valued all 
property of the debtor which he legally holds as security for his 
debt, and has deducted the value thereof from his claim. 

(4) That the debt is not statute barred. 

If a creditor completes a proof in accordance with form No. 56 of the 
First Schedule to the Bankruptcy Rules, this should provide practically 
the whole of the information required by the trustee to enable him to 
make his determination. 

If the detailed account attached to the proof does not disclose a pay- 
ment within a period of six years preceding the date of the sequestration 
order, the trustee should require the creditor to produce a written memo- 
randum in terms which would satisfy the requirements of the Statute of 
Limitations. If the creditor is unable to do this, the proof should be 
disallowed. It should be noted that the mere inclusion of the creditor’s 
name and amount of his debt in a signed statement or schedule used in 
connection with the bankruptcy proceedings does not take the claim 
outside the provisions of the Statute, nor does an acknowledgment made 
after the date of the sequestration order render a statute-barred debt 
provable. (Re Amos 7 A.B.C. 185.) 

If the proof differs in amount from the liability to the creditor disclosed 
by the debtor’s books or records, the trustee should further investigate 
the proof and admit it only after satisfying himself that the debtor’s 
books or records do not disclose the true position. Where a creditor 
shows in his proof that he holds a security the trustee should insist upon 
inspecting the security held for the purpose of ascertaining whether it is 
valid. 

In dealing with proofs the Court will assist the trustee to carry out 
his duties, and even where the debtor has permitted a creditor to sign 
judgment for an alleged claim the trustee can go behind the judgment 
if a real debt does not exist. The position was put clearly by Bigham J. 
in re Van Laun (1907) 1 K.B. at pp. 162, 163, when he said: 

“The trustee’s right and duty in examining a proof for the purpose of 
admitting or rejecting it is to require some satisfactory evidence that the 
debt on which the proof is founded is a real debt. No judgment recovered 
against the bankrupt, no covenant given by or account stated with him can 
deprive the trustee of this right. He is entitled to go behind such forms to 
get at the truth, and the estoppel to which the bankrupt may have subjected 
himself will not prevail against him.” 

In the course of administering estates a trustee will occasionally have 
to deal with proofs where the circumstances are unusual, and where he 
may be in doubt as to the correct amount for which the proof should be 
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admitted. In such circumstances he should not hesitate firstly, to seek 
advice, and secondly, in the absence of an unequivocal opinion as 
to the admissibility of the debt, and the amount thereof, to obtain the 
protection of an Order of the Court. Reference to the text books 
published on Australian and English Bankruptcy Law will indicate the 
difficult problems of proof determination which trustees have to deal 
with from time to time, but the scope of this article does not warrant a 
detailed examination of these problems. 
There are, however, a few matters of more common occurrence and 
general interest which arise in connection with proofs of debt, and a brief 
reference will be made to these. 


(a) Costs 

Before bankruptcy, creditors frequently issue summonses against the 
debtor, and in an endeavour to recover the amount of their claims incur 
certain costs. The question arises whether and to what extent such costs 
are provable debts and can be added by the creditor to the amount of his 

roof. 

, The law as to proof for costs was laid down by the Court of Appeal in 
England in the case of re British Goldfields of West Africa (1899) 2 Ch. 
7 as follows: 


“Tf an action is brought against a person who afterwards becomes bankrupt for 

the recovery of a sum of money, and the action is successful, the costs are 
regarded as an addition to the sum recovered and should be provable if 
that is provable, but not otherwise. . . . If the action against the person 
who becomes bankrupt is unsuccessful, no costs become payable by him or 
out of his estate and no question as to them can arise. But if an unsuccessful 
action is brought by a man who becomes bankrupt then if he is ordered to 
pay the costs, or if a verdict is given against him before he becomes bankrupt 
they are provable. On the other hand if no verdict is given against him 
and no order is made for payment of costs until after he becomes bankrupt 
they are not provable. In such a case there is no provable debt to which the 
costs are incident and there is no liability to pay them by reason of any 
obligation incurred by the bankrupt before bankruptcy, nor are they a con- 
tingent liability to which he can be said to be subject at the date of his 
bankruptcy.” 


From the foregoing it would appear that ordinary costs as between 
solicitor and creditor would not be an addition to the proof, but where 
the creditor has sued and obtained judgment for the amount of his debt 
the costs incurred by him would be allowable. 


(b) Interest 

The right of a creditor to interest on his debt is regulated by the 
provisions of R. 246 and S. 84 (5). The latter provision prohibits a 
creditor from competing with the general body of unsecured creditors 
for interest on his debt at a rate in excess of 8% per annum, and where 
the agreement between the debtor and the creditor provides for a higher 
rate of interest than 8% the excess interest is deferred until “all the 
debts proved in the estate have been paid in full.” 

It is not necessary, however, to have an agreement at the time the 
debt was contracted to pay interest as it is provided in R. 246 that if the 
debt or sum is payable by virtue of a written instrument at a certain 
time, notwithstanding that interest is not reserved or agreed upon in 
respect of such debt, the creditor may prove for interest at a rate not 
exceeding 6% per annum to the date of the bankruptcy from the time 
when the debt or sum was payable. 

In the case of debts which are not payable by virtue of a written instru- 
ment, if the creditor serves the debtor with a demand in writing, giving 
him notice that interest will be claimed from the date of demand until 
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the time of payment, the creditor will be entitled to interest at a’ rate riot 
exceeding 6% per annum from the time when the demand in writing 
was made on the debtor, to the date of his bankruptcy. 

It is the practice of merchants to insert on statement forms. a‘ notice 
that interest at a specified rate will be charged on all overdue accounts. 
It.is submitted, however, that this notice would not be sufficient ‘to give 
the merchant authority under R. 246 to make a claim for interest in 
bankruptcy. Trading debts in the majority of cases are contracted 
without an agreement to pay interest; and usually are not evidenced by 
a written instrument. This being so, it is submitted that the correct 
procedure for the merchant to follow if he wishes to acquire the right to 
charge interest under R. 246 is to serve a formal written demand on the 
debtor that interest will be claimed from the date of the demand until 
the time of payment. This demand could take the form of a stamp 
impression on the monthly account, but if this procedure is followed 
it would probably be wise to register the account to ensure its ‘receipt 
by the debtor. 

Interest is claimable only up to the date of the sequestration order, 
but if the estate pays 20/- in the £ and there is a surplus, then the creditor 
is entitled to have the prescribed rate of interest paid in full up to the 
date of payment. (Re Hyman and Anor. 3 A.B.C. 61; re Richards 8 
A.B.C, at p. 46.) 


(c) Double Proofs 

It may happen that the debtor is liable to two persons in respect of 
the same debt. The most common illustration of this is the case of a 
liability to a bank on overdraft which has been guaranteed by a third 
party. The trustee will admit only one proof. If the bank proves as an 
unsecured creditor for the amount of the overdraft, the contingent liability 
to the guarantor will not be admitted. On the other hand if the guarantor 
is required by the bank to pay off the overdraft, pursuant to his guarantee 
then the guarantor will be admitted as a creditor, and the bank will not 
prove. The rule in Bankruptcy is that there cannot be a double proof 
against the same estate for the same debt. 


(d) Debts not provable 
Notwithstanding the wide sweep of the Bankruptcy Act in relation to 
the proving of debts, there are certain liabilities which are not provable. 
These may be summarised as follows: 


(1) Debts which are Statute barred. 

(2) Demands in the nature of unliquidated damages which arise 
otherwise than by reason of a contract, promise or breach of trust. 
This would include an action for damages in respect of a tort 
committed by the debtor where judgment has not been signed 
before the date of the sequestration order. 

(3) Contingent debts which in the opinion of the Court are. incapable 
of being fairly estimated. This would include future payments of 
alimony. 

(4) Debts founded on illegal or immoral considerations. 

(5) Debts arising out of gaming transactions. 


(e) Procedural rules regarding proofs 

S. 81 of the Act sets out the principles which a trustee must observe 
in dealing with proofs of debt. It is necessary, however, to turn to 
Division 12 of Part III of the Rules to ascertain the procedure to be 
followed by creditors in proving their debts, and by trustees in dealing 
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with them. These Rules also lay down certain principles which have to 
be followed in dealing with particular types of claims. 

The rules apply in the case of estates administered in bankruptcy, under 
Part XII (S. 199 (1) (b)) and subject to certain slight modifications 
to estates administered under Part XI. The Rules also apply io estates 
administered under Part X. 

It is unnecessary to consider the rules in detail, but the following 
provisions should be noted. 

(1) Creditors must prove their debts as soon as possible after the making of 
the sequestration order, etc. (R. 225.) ; 

(2) The debt is proved by completing a proof of debt form in accordance with 
Form No. 56 of the Rules. This form can be procured from most stationers. 
(Rs. 226 and 227.) 

(3) The expense of proving the debt must be borne by the creditor. (R. 229.) 
This expense, however, is slight and in most cases will consist of the cost of 
purchasing a proof of debt form from a stationer and the postage incurred in 
sending it to the official receiver or trustee. 

In some cases, however, the creditor may have to establish his claim in 
Court, or engage the services of an accountant or solicitor to calculate the 
amount of his claim. 

(4) If a creditor wishes to vote at the first meeting of creditors in a bankrupt 
estate he must lodge a complete proof of debt form with the official receiver 
not later than 12 o’clock noon of the day before the day appointed for the 
meeting. (R. 248.) 

(5) Every creditor who has lodged a proof is entitled to see and examine the 
ip ty other creditors before the first meeting, and at all reasonable times. 
(R. 230.) 

(6) A creditor proving his debt must deduct therefrom all trade discounts, but 
he is not compelled to deduct any discount, not exceeding 8%, from the net 
amount of his claim which he may have agreed to allow for payment in cash. 

It is customary in most trades for the wholesaler to allow the retailer 
and fellow-wholesalers a trade discount off the listed price. There is 
usually an additional cash settlement discount. The former discount 
must be deducted from the proof, but the latter need not be unless it is 
at a rate exceeding 8%. If the cash discount is at a rate in excess of 8% 
it must be deducted, apparently on the ground that it is not a true cash 
discount in the generally accepted commercial sense. 


(f) Reopening of settled accounts 

The trustee is given very complete powers of enquiring into the claims 
of creditors. He is given the right to reopen any account which may 
have been settled between the debtor and creditor within three years 
preceding the date of the bankruptcy, if it appears to him that the settle- 
ment of the account forms substantially one transaction with any debt 
alleged to be due out of the debtor’s estate. On examination it may be 
found that under the terms of settlement the debtor gave away certain 
rights or granted certain concessions to the creditor, which if they had 
not been given or granted would have reduced the amount of the 
creditor’s ultimate claim, if the whole transaction were treated as one. 


(g) Proofs by secured creditors 


A creditor holding security over property of the bankrupt may rely 
upon his security and not prove at all, and his right to do so is not 
affected by the bankruptcy law (S. 60 (3)). It is important to note that 
to be a secured creditor the creditor must hold security over portion 
of the debtor’s estate. If a creditor holds security over the property of 
some other person, or if the account has been guaranteed he can prove 
for the full amount of his claim. Where a creditor holds a charge on a 
debtor’s life assurance policy he would value only the amount of the 
premiums paid during the two years preceding the sequestration order, as 
oy —_ of the rest of the policy is excluded from the bankrupt’s estate 

y S. 91 (b). 
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The Rules, however, lay down certain requirements which have to be 
observed by a secured creditor if he wishes to participate in the distribu- 
tion of the bankrupt’s estate. 

These Rules are as follows: 

(1) If a secured creditor realises his security, he may prove for the balance due 
to him after deducting the net amount realised, provided the creditor satisfies 
the Court or the trustee that the realisation has been effected in a bona fide 
and proper manner. (R. 235.) 

Two practical problems arise out of this Rule: 

(a) Is a secured creditor entitled in his proof to add interest which 
has accrued after the date of the sequestration order up to the 
date of realisation, in calculating the deficiency? and 

(b) What is a bona fide realisation by a secured creditor? 

On the first question the following answer is taken from Lindley 
on Partnership, seventh edition, at p. 792. 

“If he has realised his security, and the proceeds are insufficient to satisfy 
his debt he is not entitled to apply such proceeds first in payment of interest 
subsequent to the date of the receiving order, and then in reduction of the 
principal and to prove for the balance; his proof must be limited to what 
was due for principal and interest at the date of the receiving order, and 
his costs after deducting therefrom the proceeds from the realisation. He is, 
however, entitled to set off the income received by him from his security 
since the date of the order against such subsequent interest. If his debt 
carries interest at a higher rate than 5% (under our Act 8%—=see S. 84 (5)) 
he can appropriate the proceeds in payment of such higher rate up to the 
date of the receiving order.” 

On the second question it would appear to be the trustee’s duty to insist 
upon the secured creditor realising his security in accordance with the 
provisions of any Act of Parliament which regulates such realisations 
(such as the Real Property Act, the Bills of Sale Act, etc.) and where 
no such statutory procedure is laid down, it is submitted that the trustee 
for his own protection should insist upon the security being offered for 
sale by public auction. Trustees may be asked occasionally by secured 
creditors to waive insistence upon a strict compliance with this Rule, 
but such requests should be refused. 

(2) Ifa secured creditor surrenders his security to the official receiver or trustee 
4 = general benefit of the creditors he may prove for his whole debt. 


The trustee should insist upon getting a registrable discharge of any 
security held by the secured creditor, which is surrendered, and should 
also obtain possession of all documents of security before ’ making any 
payments to thé secured creditor by way of dividend. The effect of a 
first mortgagee surrendering his security is simply to put the trustee in 
his place and a second mortgagee is not advanced to the position pre- 
viously occupied by the first mortgagee. (Cracknell v. Janson (1877) 
6C.N.D. 735.) 

(3). If a secured creditor does not either realise or surrender his security he shall 
before ranking for dividend state in his proof the particulars of his security, 
the date when it was given, and the value at which he assesses it, and shall 
be entitled to receive a dividend only in respect of the balance due to him 
after deducting the value so assessed. (R. 237.) 

If a secured creditor holds several securities for the same debt he is 
not obliged to value them separately, but can include one composite value 
to cover them all. (Re Oke’s deed of arrangement 5 A.B.C. 106.) 

(4) Where a security is so valued by a creditor the trustee may at any time 
redeem it on paying to the creditor the assessed value. (R. 238 (1).) 

(5) The trustee need not accept the valuation of the secured creditor. If he is 
dissatisfied he may require that the property comprised in any security so 

valued be offered for sale at such times and on such terms and conditions as 
are agreed on between the creditor and the trustee, or in default of such 
agreement as the Court directs. (R.238 (2).) 
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This right is in a sense supplementary to the right which the trustee 
has under R. 253 of rejecting the proof of debt and throwing the onus 
upon the creditor of establishing the proof in Court. 

A practical problem which arises under this Rule is whether the 
estate or the creditor should bear the costs of offering the security for 
sale, or whether the costs should be shared. 

As it is the creditor’s responsibility to satisfy the trustee that the 
deficiency is a provable debt, which the trustee should admit, it is sub- 
mitted that the expense of offering the security should be borne by the 
creditor only, and that if the creditor is not prepared to bear this expense 
that the trustee’s proper course is to reject the proof. 

(6) The creditor may at any time by notice in writing require the trustee to 
elect whether he will or will not exercise his power of 

(a) redeeming the security, or 

(b) requiring it to be realised 
and if the trustee does not within three months after receiving the notice 
signify in writing to the creditor his election to exercise the power he shall 
not be entitled to exercise it; and the equity of redemption or any other 
interest in the property comprised in the security which is vested in the 
trustee shall vest in the creditor, and the amount of his debt shall be reduced 
by the amount at which the security has been valued. (Proviso to R. 238.) 

The provisions of this Rule are applied considerably in practice. The 
effect of the provision is to deny to the trustee, at a subsequent date, the 
right to redeem a security where the value of the property has appreciated 
subsequent to the date of valuation. 

It should be noted, however, that if the trustee is in any doubt he should 
not elect not to redeem the security, but he should elect to have the 
security realised. An election to have the security realised would not 
necessarily involve the creditor in proceeding with an immediate realisa- 
tion, as the trustee could permit the creditor time within which to sell 
to the best advantage. By this means the trustee could preserve to the 
estate any possible benefit, either by way of a reduction in the deficiency 
of the secured creditor’s claim, or, in the case of an unexpected rise in 
value, by preserving this surplus for the general body of creditors. 

It will be noted that if the trustee elects not to redeem the security, the 
equity of redemption and any other interest in the property comprised in 
the security vests in the creditor. Does this mean that where a trustee 
has not disclaimed real estate under S. 104, and is served with a notice 
under the proviso to R. 238, and elects not to redeem, that he is dis- 
charged from the necessity of disclaiming? As a matter of precaution 
most trustees do disclaim, even after being served with a notice under 
R. 238 proviso, followed by an election not to redeem, but it must be 
considered doubtful whether such a course is necessary. 

(7) A creditor having valued his security may at any time amend the valuation 
and proof, on showing to the satisfaction of the trustee or to the Court that 
the valuation and proof were made bona fide on a mistaken estimate, or that the 
security has diminished or increased in value since its previous valuation. 
Unless the trustee permits the amendment without application to the Court 
the costs of such amendment shall be borne by the creditor. (R.239.)—See 
in re Patrick 8 A.B.C. 124; re Hertzberg 6 A.B.C. 257. 

(8) On a revaluation of a creditor’s security, the secured creditor is entitled to 
be paid any deficiency on dividends already declared provided sufficient funds 
are in the hands of the trustee to permit of this payment, and in cases where 
the secured creditor increases his valuation he must refund to the trustee 
the proportionate amount of dividends paid in excess of the amount to 
which he is entitled on the reduced proof. (R. 240.) 

If a secured creditor values his security and subsequently realises it, the 
net amount ‘realised shall be substituted for the amount of any valuation 
Hiei made by the creditor and his proof shall be adjusted accordingly. 

(9) If a secured creditor does not comply with the foregoing Rules he shall be 

excluded from all share in any dividend. (R. 242.) 
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(h) Procedure to be followed by trustee in dealing with proofs 

The appropriate rules are contained in Division 12 of Part III of the 
Rules. A detailed reference to these rules is unnecessary, but the 
following points should be noted. 

Within 60 days after receipt each proof should be perused by the 
trustee and, if complete as to details and signature, marked “Admitted,” 
“Rejected” or “Admitted as to £ and rejected as to £” or as the case 
may be. However, where the trustee has given notice of intention to 
declare a dividend he must deal with proofs within 14 days from the 
date fixed by him as the latest date for the lodgment of proofs (Rule 255). 

In every instance where the trustee cannot deal with a proof within 
the time limited as above, he should by Notice of Motion and Affidavit 
apply to the Court for an extension of time, setting out fully the grounds 
of his application. It was held in Ex parte Kemp, 42 L.J. Bank. 26, that 
if a trustee neglects to give notice of the rejection of a proof he will be 
taken to have admitted it. 

Once a proof has been admitted a trustee has no power to expunge it. 
If he discovers that it has been wrongly admitted, application to expunge 
must be made to the Court. In the case of proof by secured creditors, 
however, the Rules authorise amendments to proofs without the necessity 
of a formal application to the Court. 

The actual proof must be filed in Court not later than the third day of 
each month, after the expiration of 60 days following receipt of the 
proof, together with a certified list of proofs received, but not previously 
filed, distinguishing in the list those proofs receiving further con- 
sideration. 


(i) Debts released by bankruptcy 

An order of discharge releases the bankrupt from practically all 
provable debts. The exceptions are contained in S. 121. Reference to 
this section will show that the debts which are not necessarily discharged 
by bankruptcy are of a peculiar character, and that the’ responsibility of 
the bankrupt for such debts is usually enforced as a matter of public 
policy. 

2. Deferred Clams. 

(a) Proofs by husbands and wives 

The operation of S. 85 of the Act which deals with the claims of 
husbands and wives in each other’s bankruptcy has already been referred 
to in the notes dealing with the property which is available for the pay- 
ment of creditors’ claims. Reference to the views expressed in that 
section of the text will indicate the circumstances under which the claims 
of husbands and wives are postponed. 

(b) Loans made in consideration of a share in the profits of a business, 
or at a rate of interest varying with the profits of a business and 
amounts due for the purchase of goodwill based on a share of the 
profits of a business 

S. 86 of the Act defers claims of the classes specified above until all 
other creditors, except the claims of husbands and wives in each other’s 
bankruptcy, have been paid in full. 

The Rule postponing claims of this description is a feature of both the 
English and the Australian law on partnership, and its incorporation in 
the Federal Bankruptcy Act is merely a convenient recording in the most 
appropriate place of a rule of law which expresses and helps to enforce 
one of the fundamental principles of Bankruptcy legislation, viz., that 





















the 
the 


the 
di,” 
ase 
i to 
the 
5). 
hin 
avit 
nds 
‘hat 


» it. 
nge 
ors, 
sity 
r of 
the 
sly 
on- 


of 
red 
ay- 
hat 
ms 


2SS, 
ind 
the 


r’s 
the 
ost 


rce 
hat 

















THE AUSTRALIAN ACCOUNTANT 329 





1941 


the bankrupt’s estate shall be divided rateably amongst the unsecured 
creditors except where special considerations justify or necessitate the 
creation of statutory exceptions. 

In searching for a reason for the postponement of the claims which are 
referred to in S. 86 one would assume that Parliament has been influenced 
principally by the nature or character of such claims. An examination of 
them will show that they are essentially different from the claims of 
ordinary creditors as it is only out of profits that they get the interest 
reserved on the loan or the repayment of the amount due for goodwill 
whereas any other creditor is able to demand payment of his claim 
irrespective of whether the business of the debtor has shown a profit or 
not. 

Although under our present pa: :~ership law persons having such 
claims are not liable for the debts o. *h= bankrupt unless they are im fact 
a partner, the lender may be said to cecupy a position midway between 
the legal conception of a partner on the one hand, and a creditor on the 
other, and it is, therefore, consistent with this position that whilst he 
cannot be called upon to contribute to the payment of the bankrupt’s 
liabilities he should not be entitled to compete with them in the distribu- 
tion of the estate. 

Where a lender or a vendor of goodwill or sharer of profits within 
S. 86 has taken a security then although his right to prove in competition 
with the general body of unsecured creditors is deferred his right to 
resort to the security held is unaffected, provided, of course, the security 
cannot be impeached in any other way, such as a void preference under 
S. 95. 

Although it is not essential it is usual to find that claims which fall 
within the provisions of S. 86 are the subject of a written agreement. In 
the administration of the estate the trustee should examine any such) 
agreement most carefully as there is always the possibility that the person 
who alleges that he is a creditor thereunder may in fact be a partner. 
and, therefore, liable to the creditors. If the trustee is in doubt he should 
not hesitate to obtain legal advice on the effect of the document. 

The rules relating to the conduct of meetings (Division 17 of Part III 

of the Rules) are silent on the question of whether a creditor whose claim 
is deferred by reason of the provisions of S. 86 is entitled to vote at a 
meeting. It is conceivable that a creditor having a large deferred claim 
could materially influence the decision of a meeting if he is entitled to 
vote. . 
Rule 305 indicates that the wife or husband of a bankrupt or debtor 
shall not be entitled to vote at a meeting of creditors, and it would, 
therefore, be logical to assume that a creditor having a deferred claim 
and, therefore, from a practical point of view, in most cases, having little 
or no interest in the estate, should also have no right to vote, particularly 
where his vote is likely to have a bearing on the decision of the unsecured 
creditors. It was held in re Grason ex parte Taylor 12 Ch. D. 366 that 
a creditor within the corresponding section of the English Partnership 
Act was not entitled to prove at all, not even for the purpose of voting, 
until all other creditors had been paid in full. 


(c) Interest 

The provisions of S. 84 (5) of the Act postpone the right of a creditor 
to receive interest on his claim in excess of 8% per annum until all the 
debts proved in the estate have been paid in full. When this stage has 
been reached, he is entitled to be paid interest due to him at the date of 
the Sequestration Order in excess of 8% per annum where he has the 
right to charge such increased interest. 
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(d) Contracts for future settlements 

Contracts for the future payment of money or for the future settlement 
of property on the wife or husband or children of the settlor are avoided 
in certain circumstances under the provisions of S. 94 (2). 

The avoidance of the contract does not destroy the rights of the persons 
entitled to benefit under it, insofar as these rights give rise to a claim 
against the settlor’s estate. It is provided in S. 94 (2), however, that 
any such claims shall be postponed until all claims of the other creditors 
for valuable consideration in money or money’s worth have been satisfied. 


Correspondence 


War Economics 


The Editor, The Australian Accountant 
Dear Sir, 

In your June issue Dr. G. L. Wood’s presentation of War Economics 
on the basis of “essential effort and material” is lucid and, I feel sure, 
understandable to the majority of your readers. 

The best means of controlling the competition for, and diminishing or 
diverting, goods is the problem. 

The long discussed “compulsory savings scheme” seems logical, and 
certainly an improvement on the appeals being made on the revivalist plan 
such as Savings Certificates, and street collections on the lines of the 
Nazi “winterhilf,” or paltering charity raffles. 

F. W. Westaway in his book Obsessions and Convictions of the Human 
Intellect, (p. 299) says that Economics . . . chameleonlike assumes the 
tinge of any politician approaching it. The disastrous effects, by and 
large, of following the advice of these alleged “Housekeeping Experts” 
suggests that they or we must have embezzled the cooking brandy. 

About six years ago the Westralian State Premier in a W.A. radio 
talk (expressed in a manner quite as lucidly and forcefully as by Dr. G. 
L. Wood) described the difference between Policy and Performance in 
an explanation of Government Budgeting. 

He said : “Under our system of Democracy you send your representa- 
tives to Parliament to express your desire for certain things. It may 
be a sewer extension, or a bridge to save yourselves the trouble of 
swimming a river, or a new roadway over a sandy plain. Most of these 
desires can be achieved by the fashioning and/or transport of material, 
but it is also expedient that the workmen should be enabled to eat 
cauliflowers, lettuce, and perhaps meat, wear clothes and live in houses. 

“The departmental experts draw up plans for the construction of 
the desired utilities, and express the total effort in terms of money, and 
it must be remembered that this expression in cost is mainly to provide 
for mere sustenance rates for most of the workers. 

“The State Parliament may duly approve of plans of the technical 
experts included in the Budget, but don’t imagine that your wish for 
sewers, bridges or roads are as good as made. Our approved estimates 
to provide some of the things which your Parliament has considered 
its minimum requirements, must be considered by the Loan Council— 
a body composed of men elected to govern by Australians, but who 
represent electors also in other States. 

“Anyway, being politicians and therefore reasonable men, after due 
discussion of the various States Government’s estimates, they will perhaps 
agree to an all-round cut of, say, 10 per cent.—presumably to placate 
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the ‘Real Government’ and ensure that each will get something to go 
on with. 

“If that was the final decision it would perhaps be bearable, but the last 
word is with the Bank Board which, although an expert organisation 
in the figure line, is not responsible to the electors. This Board may 
make a 25 per cent. cut on the total estimates for the States i in quite an 
honest reliance on what is considered expert opinion.’ 

I make no apology for bringing this up but, if the Western Australian 
State Premier is correct, it would suggest that some economic advisers 
have lacked the realism of Dr. Wood, and it is thus not surprising that 
W.A. voted for secession with a 2 to 1 majority. 


J. W. Lazensy. 
Melbourne, 
11/7/41. 
More AEROPLANES—MoreE TANKS 
The Editor, The Australian Accountant 
Dear Sir, 


The blame for their lack in Greece and Crete has its genesis in the 
deliberate acts from 1930 to 1940 of British politicians. 

The points traversed by Professor Wood are appreciated by accoun- 
tants and business men. The proposed modus operandi of the control 
of non-essential businesses is what is objected to. 

What is the objection to complete pooling of profits and losses of 
essential and non-essential industries? If the result is no profits for 
shareholders, let it be so. No reason can be adduced why workers and 
investors in non-essential businesses should be thrust out of the profit 
area, whilst those in the favoured field of war enterprise fatten and fill. 

Yours faithfully, 


C. C, Puacs. 
Melbourne, 
10/7/41. 
EMPLOYMENT PoLicy 
The Editor, The Australian Accountant 
Dear Sir, 


I trust you will grant me space to express appreciation of Mr. R. A. 
Hickin’s article in the June issue—‘‘Questions and Answers on Employ- 
ment Policy.” In my view this splendid article could be read to advan- 
tage by all executives responsible for employing staff. Two points made 
by Mr. Hickin are especially worthy of emphasis and should commend 
themselves to everyone. 

First, whether or not salary payable for a responsible position should 
be stated in the advertisement. My definite opinion is that as the 
employer alone knows the demands of the vacant position, he should 
be prepared, even willing, to teli prospective applicants the salary he 
will pay to one who measures up to his requirements. I agree, that the 
practice of asking applicants for responsible positions to name the salary 
they would accept, is worthy only of contempt. 

Secondly, when interviewing applicants, Mr. Hickin states that “it is 
good policy to establish relations immediately on a friendly, man-to-man 

is. . From my own experience I have learned that by so doing, I 
can ascertain more readily an applicant’s true personality, and that in 
consequence of “easy discussion,” he will give a better account of him- 
self, than would be the case were I to adopt a more formal attitude. 

Some of us remember clearly our early interviews, and remember, too, 
that often we did not do justice to ourselves because we were ill at ease. 
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“Fellow feeling makes us wondrous kind”—and experience shows that a 
little consideration given to applicants pays for itself. 
Yours faithfully, 
KENNETH C. AULD. 


Brisbane, 
18/7/41. 
Petrot RATIONING 
The Editor, The Australian Accountant 
Dear Sir, 


I must compliment Mr. C. A. E. Sullivan upon his suggestion in the 
June issue for the handling of petrol rationing. The advantages claimed 
over the present method are indeed definite and convincing. The 
system of control, and check of such control, link up very simply with 
ordinary business practice in sales recording. 

One wonders whether the scheme has been submitted to the Federal 
Government for, if so, its reception is obvious from the fact that the 
original system continues. I feel that Mr. Sullivan’s scheme would 
assuredly have prevented the petrol racket recently reported from 
Melbourne, which allowed the illegal use of 1,000,000 gallons of petrol. 

Again, my congratulations to Mr. Sullivan. 

Yours faithfully, 
S. R. HockInG, A.F.1.A., A.1.A. 
Adelaide, S.A., 
17/7/41. 


CHEQUE CROSSINGS 


The Editor, The Australian Accountant 
Dear Sir, 
One rathe: extraordinary feature of Section 82 of the Bills of Exchange 
Act is seldom mentioned. That is Sub-section (2), which reads: 
“When a cheque bears across its face an addition of the name of 
a banker, either with or without the words ‘not negotiable,’ that 
addition constitutes a crossing, and the cheque is crossed specially, 
and to that banker.” 

Sub-sections (1) and (2) are apparently mutually exclusive, so it 
follows that.a cheque may be crossed specially to a banker without any 
parallel transverse lines being placed on the instrument. This seems to 
be the only case of a cheque crossing without the lines. 


EXAMINE THE EXAMINER 


Your, correspondent “Perplexed” implies that the question about 
which I complained is a proper one for accountancy students because a 
book by the late Sir John Salmond contains a suitable reference. With 
great respect, I would contrast the remarks of another authority, the 
late Sir William Anson. His book is in the Institute Library and has 
been the prescribed text-book for the law of contract in the Melbourne 
University over the past twenty-five years at least. He wrote: 


“Every Contract Springs from the Acceptance of an Offer —The 
offer may take the form, ‘I will promise you £50 if you will accept 
it,’ or, ‘I will accept £50 if you will promise it to me.’ In either case 
the promise must be made under seal if it is to bind the promisor. 
In. the first case assent is needed to turn the offer of a promise into 
a. contract: for a man cannot be forced to accept a benefit. In the 
second case, the acceptance takes the form of a promise to which 
assent has been secured by the terms of the offer.” 
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To the lawyer, Salmond’s remarks may be the more acceptable ; I 
cannot say. But to the accountancy student, Anson’s statement: is’‘satis- 
fying, because a student learns fundamental truths: 


(a) A contract requires offer and acceptance. 

(b) An offer is unilateral. 

(c) When the offer is accepted there is a contract. 

(d) If the offer is rejected there is no contract. 

My contention is, and always has been, that law questions set for 
accountancy students should be practical and useful. If papers are 
properly considered in that light, before being given to examinees, then 
we can expect sound, common-sense accountants coming out of. the 
examinations. 


Yours truly, 
Melbourne, P. Hosxinc. 
23/7/41. 
CHEQUE CROSSINGS 
The Editor, Australian Accountant 
Dear Sir, : 


May I be permitted to reply to the interesting, even if somewhat tenden- 
tious criticism in the July Journal, of my article on “Cheque Crossings” 
which appeared in the June issue. 

I wish to rebut the charge made by my critic, that I was incorrect in 
stating, when discussing Sec. 87 of the Bills of Exchange Act, that the 
effect of such section was to protect the real and rightful owner of a 
cheque by increasing the responsibility of the paying bank. 

That statement follows the dicta of Isaacs J. in Permewan Wright's 
Case (19 C.L.R. 457, at p. 476) and I have reasoned the matter thus: 

A crossing on a cheque is a mandate by the drawer thereof to the 
paying bank, to pay such cheque only when certain conditions have been 
satisfied. 

As between the paying banker and the drawer of the cheque there 
exists the relationship of “Banker and Customer.” 

The fact that the collecting bank or some other third party may by its 
intervention in the transaction make itself liable for negligence in dealing 
with the cheque, does not extinguish the contractual obligations to its 
customer by the paying bank. 

A “general crossing” on a cheque is a mandate to the paying bank to 
pay such cheque only if it be presented through certain restricted 
channels. 

Obedience to the terms of the mandate implies responsibility. 

By adding the words “not negotiable” to the crossing, the drawer fur- 
ther restricts the class of persons to whom the cheque may be paid (to 
those only with a good title) and consequently imposes additional respon- 
sibility upon the paying bank. on 

It must be borne in mind that the point at issue was the effect only 
that the enactment of Sec. 87 had upon the paying banker. The manner 
in which the relief afforded by Sec. 88 affected Sec. 87 is not here under 
discussion. 

I have referred to the criticism answered herein as tendentious, for it 
would appear to me that, being a banker, my clansman is more concerned 
with protecting bankers who may deal with crossed cheques, than he is 
with safeguarding the drawers thereof. 

When referring to the case of Flanagan v. Commercial Bank of Aus- 
tralia Limited, my critic set out what Mr. Flanagan might have done so 
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“that the bank would have escaped pecuniary loss.” 1 suggest that when 
Mr. Flanagan crossed the cheque ‘not negotiable,” he, quite properly, was 
more concerned about his own interests than those of bankers at large 
Viewing the case impartially, two facts stand out: 
(1) In spite of all the things that he might have done, the drawer of 
the cheque did cross it “‘not negotiable.” 
(2) He did succeed in his action against the Bank. 
Yours faithfully, 
P. C. Lana. 


The Editor, Australian Accountant 
Dear Sir, 

In your issue of March, 1940, you printed an article, by Mr. C. A. E. 
Sullivan entitled “Balance Sheets, Ancient and Modern.” 

That this article reflected the trend of modern thought is shown by 
the Finance and Commerce Section of the English Accountant dated May 
10, 1941, where, on page 359 is shown the Consolidated Statement of the 
British Pepper and Spice Co. Ltd. as at December 31, 1940, in single 
column form. 

The Editor’s comments as to the clarity and brevity of this statement 
are most definite while the most “dyed in the wool” public accountant 
must admit that the result is likely to make the actual position of the 
company concerned much clearer to the layman. 

The Accountant is available at the Institute Libraries in each State. 
Adelaide, F. N. Hires. 

July 28, 1941. 





Cost Accounting in Industry To-day 


By J. R. McKenzie, F.c.a.a. 
General President of the Australasian Institute of Cost Accountants 


(A lecture to the Fibrous Plaster Manufacturers’ Association, 
Melbourne) 


As President of the Australasian Institute of Cost Accountants, I 
congratulate your Association in being so alive to the need of the times 
in arranging for a meeting of your members for the purpose of dis- 
cussing the technical subject of Cost Accounting. 

The Institute I have the honour to represent was created for the 
purpose of encouraging the study and development of the Science of 
Cost Accounting, and I appreciate the opportunity you have given us 
to discuss the subject with your members. 

It would be presumption on my part to present to you a cut-and-dried 
system of Costing for your industry—first, because I cannot pretend to 
know a lot about your problems, having had no knowledge whatsoever 
of the process or manufacture of your products until two weeks ago 
when, through the courtesy of one of your members, I was privileged 
to visit one of your factories; secondly, no cut-and-dried system can 
be applied in toto to all businesses, for the very good reason that no 
two have exactly the same problems or set-up. 

It is therefore my purpose to present for your consideration some of 
the fundamentals of the science and endeavour to give the reasons for 
its establishment in every business, whether large or small. 

Perhaps I can best introduce the subject by reference to some of the 
terms which are commonly used, and yet frequently misunderstood. 
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What is Cost? If we refer to Webster, we find many definitions, but 
for our purpose we will eliminate those that are not relevant to our 
subject. 

1. The amount paid, charged or engaged to be paid for anything 
bought or taken in barter ; charge ; expense ; hence, whatever is requisite 
to secure benefit. 

2. Loss of any kind. 

In brief, Cost is that which we pay for an asset, a service or a loss. 
In the June issue of The Australian Accountant is a dialogue between 
Mr. Orthodox and Mr. Iconoclast on the subject of “Cost,” and I 
commend it to your attention. 

Some costs are direct and their benefit can be seen or felt, whilst 
others may be termed indirect and are unseen ; but they are nevertheless 
factual and must be considered—for example, wastage or depreciation 
of an asset. 

What is Cost Accounting? A very general definition is given by 
Clarence Van Sickle, as follows: 


Cost Accounting is the science of recording, analysing, and pre- 
senting business transactions pertaining to the production and 
distribution of goods and services, whereby these records become 
a method of measurement and a means of control. 


My own definition may be stated briefly: 


Accounting for cost in a scientific manner in order to exhibit 
the economics of production and supply of products and services. 


Why the need to exhibit the economics of production? As an aid to 
management in the control of all phases of its business. 

In what way does it aid management? By means of correct analysis 
it will throw into relief weaknesses so that corrective action can be 
taken speedily to— 

(a) Change method of production or distribution 
(b) Eliminate waste in materials, labour and services 
(c) Eliminate unprofitable lines 
(d) Check inefficiencies 
(e) Meet competition armed with a full knowledge of true cost 
(f) Adjust prices based on sound premises, 
etc., etc. 


What is the difference between Accounting and Cost Accounting? 
Perhaps it would help us more readily to appreciate the difference if 
we termed the former Financial Accounting and the latter Industrial 
Accounting. 

Financial Accounting is primarily the act of classifying the transac- 
tions of a business and correctly recording items of Revenue and Expense 
as distinct from Assets and Liabilities, so that Financial Statements 
including Profit and Loss Accounts and Balance Sheet can be prepared 
and control be maintained of all the Assets and Liabilities of the 
company. 

Cost or Industrial Accounting, as indicated in the opening definition, 
is a science that is analytical. The Industrial Accountant is not content 
with the knowledge that an expenditure has happened. He wants to 
know why it happened—is it necessary—is it in correct proportion— 
and what is the effect of the expenditure. 

Cost Accounting embodies the analysis and synthesis of Cost transac- 
tions in such manner that it is possible to disclose not only the total 
cost of a product or service, including the elements of its make-up in 
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terms of Material, Labour and Overhead, but also the total cost in ‘terms 
of department and cost centre operations. In other words, Cost Account- 
ing is a specialised branch of General Accounting and is fundamentally 
a management device. Its general purpose is to afford a method of 
measurement and means of control. 

Let us for a few moments review the progress of accounting practice 
over the past years—more particularly the last fifty years: 

It was not until the nineteenth century that Accounting as a: pro- 
fession was fully recognised in the British Empire. The first Chartered 
Institute was created in Edinburgh in 1854, followed by the ‘establish- 
ment of the Chartered Institutes of Glasgow in 1855, Aberdeen in 1867, 
and of England and Wales in 1880. 

We all know of the rapid development of the science during the: present 
twentieth century, brought about by the more complex systéms of 
business, together with the greater amount of competition. 

Early accounting records consisted chiefly of the Day Book, in: which 
all transactions were entered, and the Ledger, to which they were 
transferred. Whilst the principles have not changed to-day, the methods 
have to a marked degree. As business grows and entries of a like nature 
increase, there is need for the use of separate Day Books or. Journals 
to record them—thus books of first entry came into being to record 
separately items such as cash received and expended; particular kinds 
of Debits or of Credits. These journals still contained variants that 
required sifting and dissection; thus came into being the columnar 
journals which have universal use to-day. This development has not 
resulted only from a desire to save time, but because of a growing Cost 
Consciousness. 

Old methods of Accounting were such that manufacturing and trading 
results could not be known until long after balancing date of the financial 
period. The development of Cost practices now enables the management 
to know the results from day to day, week to week and month to month, 
and, even under budgeting and forecasting practices, to make. very 
accurate estimates of the future probabilities. 

The cynic will say: “That is all very well for the one who can afford 
to put in a system ; I cannot afford to pay the cost in my business.” My 
reply is in the form of a question: “Can you afford not to know your 
cost?” I do not suggest that a costly system must be installed.’ Any 
system is worth only as much as the value of the benefits derived there- 
from. Simplicity should be the keynote of any system. 

I have seen elaborate and costly systems that from the aesthetic aspect 
were delightful, but in themselves were wasteful and to only a relatively 
small degree useful. 

So get rid of any impression you may have formed that to instal a 
system of Costing is of itself costly. You cannot afford to be without 
information as to the real cost of your products or operations. Compe- 
tition and our economic system make this a necessity for success. 

What is really necessary is a light that can be thrown into dark places 
so as to reveal what is otherwise hidden. 

What are the elements of Cost? 

In the first instance, it covers all the economic agencies—Land, 
Capital, Labour. Land on which we erect our buildings for factories, 
offices, etc. Capital which enables us to acquire the land for buildings, 
purchase necessary equipment and materials, and hire the required 
labour. 

We are more concerned, however, in the distribution of the cost 
elements under the following headings: Material, Labour, Expense. 
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Manufacturers of Fibrous Plaster Products are no different from 
other manufacturers in respect to the elements enumerated, but from 
observations made during my brief visit to one of your factories, I con- 
sider the problems are not so involved as in many other industries, 
particularly from the manufacturing angle. However, for those of you 
who engage in outside contract work, the problems begin to multiply. 
Nevertheless, the conclusions arrived at are: 


1. There is a definite need to know accurate costs of each phase 
or process of manufacture. 

2. The necessity of separation of departmental costs, particularly 
with respect to inside and outside work. 

3. The industry lends itself admirably to a system of Standard 
Costs, which can be simple yet efficient. 


Materials: The industry is in the fortunate position of requiring few 
different materials to manufacture its products; thus material control 
does not present serious problems. Apart from minor items of pro- 
cessing supplies, the materials required are chiefly plaster and fibre. 
Compare this with the requirements of the motor industry, which are 
manifold. A motor car is an assembly of many thousands of parts and 
many raw materials are needed to fabricate and build a body; it will 
therefore be seen that the scheduling, purchasing, handling and storage 
of materials is a problem of huge dimensions. 

A question arises, however: How many manufacturers of Fibrous 
Plaster products actually know the true cost of the sisal that goes into 
the making of a sheet of Fibrous Plaster? You will probably answer 
that you pay so much per ton, cwt., or lb., and that so many ounces are 
used to the sheet; therefore the cost is easily ascertained. Is that the 
real cost of the fibre as it goes into the mould? Where are the handling, 
opening, cutting and teasing costs? 

Labour: Labour may be considered to be direct or indirect. The 
former is usually charged directly into the cost of product, whilst the 
latter is an expense that is considered part of overhead. 

It is essential that we have correct distribution of labour—first, 
because it is rare to find the ratio of one to the other constant; secondly, 
to establish correct standards the true relationship must be known, pre- 
determined upon a normal capacity; and thirdly, it is only upon such 
scientific bases that it is possible fully to control expenditure. 

Expense or Overhead: This is the part of cost that usually creates 
most concern, and is that which frequently is looked upon with some 
suspicion. Yet it is truly a cost of operating, and I have little hesitation 
in saying that no other element of cost is treated more casually. A few 
years ago a business with a turnover that looked prosperous got into 
financial difficulties. Investigations proved that lack of control of over- 
head was responsible for the unsatisfactory showing. Conversation with 
the manager was somewhat along the following lines: 


Q. How do you estimate your selling prices? 

A. Well, we take the invoice price of raw materials and add the 
average cost of labour based on the material value, then add an 
overhead of 50% to the total and an extra 10% for luck. That, 
we consider is Cost. 

How many different products do you make? 

From 16 to 20, according to demand. 

Are there many variations in processes? 

Yes—some are nearly all hand work, whilst others are fabricated 
from moulds and machined. 
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Q. Do you knoW how much labour actually goes into the making of 

each product ? 

A. We have a fair idea, but the averaging is near enough for us, and 

we know that all the labour gets charged into some job. 
Can you imagine that? 

Subsequent examination indicated that a method of costing used when 
the factory was making only one product had been continued and applied 
to an altogether changed condition. Actual losses were proved on lines 
which were increasing in volume, whilst others were showing large 
theoretical profits, but on a dwindling volume. 

It was therefore evident that competition had secured the cream and 
left only buttermilk for this manufacturer. 

This example is quoted in order to stress the point that in order to 
control expenditures successfully and be in a position to meet real com- 
petition, we must know the facts concerning all phases of Cost. 

Factory overhead expense is the aggregate of all the various Manu- 
facturing Expense items, exclusive of Direct Material and Direct Labour. 
It includes all the manufacturing expense which cannot be considered a 
direct charge to the products or jobs in the process of production, 
amongst them being indirect labour, processing supplies, miscellaneous 
services and charges. These may be of a very varied and complex 
nature, some being fixed or non-variable, whilst others may be variable 
in varying degree with production volume. 

It is important that we analyse expenses with the object of viewing 
each in its true perspective so as rightly to determine its relationship 
to our products, processes and departments, and thus enable us to create 
measuring rods for their control. 

Commercial Expense is the combination of Administrative and Selling 
Costs. It should not be considered as part of any factory overhead. 
Factory cost ends when the product is produced and stored ready for 
sale. The cost of selling, financing and otherwise administering the 
business is an additional overhead over which the factory manager may 
have no control and therefore should not be held responsible. Never- 
theless it is part of the “Cost of Sales”; therefore it must be provided 
for in our cost formula and is necessarily a charge against revenue. 

Standard Costs: I stated earlier that a system of standard costs 
appeared to be applicable to your industry. In our business to-day we 
need facts, and need them without delay. It is no use pretending, or to 
use a colloquial expression—it is silly to be “kidding” ourselves. There 
fore, to know the truth our information must be reliable. 

To set reliable standards we must know the facts and not resort to 
guess-work. 

Standards should be based on a normal volume of production and if 
the variable elements have been carefully included there has been estab- 
lished a measuring rod that will not only be an aid to control in measur- 
ing efficiencies and inefficiencies, but will enable us accurately to forecast 
net results. 

All that I have said to-night may have appeared to you as elementary, 
and if so I am gratified, as it was not intended that it should be other- 
wise. Life itself is made of elementary things, and so it is with many 
questions that appear as insurmountable problems. 

The Cost Accountant is in a real sense a diagnostician, able to analyse 
the various elements and make a definite statement on cause and effect. 
It is with knowledge of its value that I urge upon you to become Cost 
conscious and put into practice those principles that will help you to 
protect your investment and prove your profits. 
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Directors’ Remuneration—Travelling Expenses 
By P. C. LANG, A.1.c.A. 


It is not unusual to find on the board of a certain type of company 
one or more directors who reside in another State or at some place 
distant from where board meetings are held, with the consequence that 
attendance at meetings involves such directors in the outlay of travelling 
expenses, which perhaps may be quite considerable. 

In such cases it is natural that directors so placed should look to the 
company to reimburse to them those expenses. Whether the company 
may or may not do this, is governed by the rule laid down in re George 
Newman & Co. Ltd. [1875], 1 Ch. 674, that “directors cannot pay 
themselves or each other out of the assets of the company unless 
authorised by the company or the articles.” The leading case on the 
specific subject of directors’ travelling expenses is Young v. The Naval 
and Military and Civil Service Co-op. Society of South Africa [1905] 
1 K.B. 302. In that case the company’s articles provided for the pay- 
ment of £200 per annum to each director “by way of remuneration for 
his services.” A further article provided that every director and other 
officer should be indemnified by the company against, and it should be 
the duty of the directors out of the funds of the company to pay, all costs 
and expenses which any officer of the company might incur in the dis- 
charge of his duties, while another relevant article was in the form 
following : 

“Art. 92. If any director being willing shall be called upon to perform 
extra services or to make any special exertions in going abroad or other- 
wise for the purpose of the company, the company shall remunerate such 
director either by a fixed sum or by a percentage of profits or otherwise 
as may be determined by the directors and such remuneration may be 
either in addition to or in substitution for any remuneration he would 
otherwise be entitled to.” 

A resolution passed by the directors that all reasonable travelling 
expenses should be reimbursed to the directors from time to time, was 
held to be ultra vires the directors, and it was held that a director who 
had been paid travelling expenses must refund the amount so paid. 

Farwell J., in delivering judgment in this case, said: 

“The law on the subject is plain. It is part of the ordinary business 
of a director to attend board meetings. He is paid a fixed sum for 
attending and advising with his co-directors. His expenses in getting 
there is included in his salary because it is necessarily incident to the 
duty undertaken by him that he should be in that particular place. He 
has undertaken for a fixed sum to do work at particular meetings of 
himself and others. He cannot perform his obligations without attending, 
and such attendance being necessary for, is paid by the remuneration for, 
such work.” 

The learned Judge also referred to an item for hotel board included in 
the travelling expenses the subject of the litigation. In this regard, he 
stated that even had the articles authorised the payment of travelling 
expenses to directors, the term travelling expenses would not embrace 
hotel expenses incurred by a director who travelled away from his home 
for the purpose of attending a directors’ meeting. 

In another case (Marmor Ltd. v. Alexander [1908] S.C. 78) the com- 
pany’s articles, after providing for the remuneration of the directors, 
further provided that the directors “shall be indemnified out of the 
funds of the company against all costs, charges, losses, damages and 
expenses which they shall respectively incur and be put to in the execu- 
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tion of their respective offices.” Held: that the expenses of a director 
in travelling from his home in Scotland to attend meetings of the board 
in London were not incurred by him in the execution of his office. 

Should a company desire to provide for the payment to its directors 
of any travelling expenses incurred by them in attending meetings, the 
following article taken from Palmer, 15th Ed., should satisfy the require- 
ment : 


“Art. The directors shall be paid out of the funds of the company remuneration at 
the rate of £........ per annum and such further sum as the company in general meeting 
may from time to time determine and such remuneration shall be divided among them in 
such proportions and manner as the directors may determine and in default of determina- 
tion equally. The directors shall also be entitled to be paid their reasonable travelling and 
hotel and other expenses incurred in consequence of their attendance at board meetings and 
otherwise in the execution of their duties as directors.” 








Book Reviews 


Guide to the Pay Roll Tax. John M. White, in collaboration with 
H. R. Irving. The Taxpayers’ Association of N.S.W. (Inc.) 
Pp. 29. Price, 2/-. 

This excellent guide is very welcome. The provisions of the Tax Act 
and the Assessment Act are lucidly explained, and the authors have 
wisely arranged the matter according to subjects rather than sections. 
A series of examples of the compilation of returns and assessment of 
tax further increases the value of the booklet. An index covering almost 
200 items is also included, and in several instances of difficulty in inter- 
preting the precise application of the Act, the expressed opinion of the 
Department is quoted. There are more of these instances than would 
appear from a first sight of the Act and the booklet should therefore be 


most useful. 
A.A.F. 


Time-Payment Trading and Accounts. J. C. Timms. (Pitman’s, Mel- 
bourne.) Price, 11/-. 

There are three primary reasons why this book will be popular. 
Hire-Purchase is in the news; the writer approaches the subject from 
the practical angle; and the matter is written in a style that is easy to 
read. 

Mr. Timms rightly claims that his book furnishes much serviceable 
information and practical guidance. In the preface he writes: “No 
matter what our own personal likes or dislikes may be, we are face to 
face with the indisputable fact that the system . . . is firmly established 
in the trading of the present time.” Hire-Purchase is certainly a 
prominent feature of the contemporary commercial scene. It has come 
to stay, and has brought with it certain distinct problems of accounting 
that are thoroughly dealt with in this book. 

In over 200 pages of text the whole subject is discussed, and infor- 
mation given on Agreements, Accounts, Procedure in Re-possessions, 
Finance Companies, Cash Order Procedure and Accounts, Lay-by, and 
so on. Over forty illustrations are included, so that the reader who 
works through the book is assured of gaining, not only the views of a 
practical credit man, but an insight into the forms and accounts used 
to record the transactions. 

R. A. Hick1n. 
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Conducting a Costing Department 
By A. J. GAIRNS, F.F.I.A., A.A.1.S., A.C.A.A. 


Since costing work has been recognised as an important and a per- 
manent function of the operations of modern manufacture, the installation 
of a separate costing department in a business large enough to warrant 
its establishment and maintenance has followed as a matter of course. 
Just whether this work is carried out by the accounting personnel 
already employed or whether other people carry out the routine, is a 
matter dependent on (a) the size of the concern—as to whether such 
expansion is warranted; (b) the outlook of the directorate on such 
modern merchandising trends; (c) the possibility of securing the right 
man to control the work and the most suitable type of employee. 

In the larger factories, it is even the practice to subdivide the costing 
work into, say, factory control and, perhaps, accounting routine. In 
these organisations, which are generally composed of a separate factory 
and head office in different sections of the same city or state, the factory 
(and even departments of the factory) is “cost controlled” by a separate 
cost office under the control of a factory accountant. The summarised 
findings of these, sections are forwarded to head office and incorporated 
in the financial records by the cost accountant. Of course, actually, 
these various sections are only the costing department of the business 
and it would be a mistake ever to regard them as anything but the one 
department or to encourage any competitive or antagonistic spirit 
between the sections. I have known of one such section “fighting” for 
the factory while the complete cost sense so essential in the department 
was found only at head office. 


THE DEPARTMENTAL HEAD 


In control, of course, is the fully qualified cost accountant. There is 
little need for me to elaborate on the essential qualifications of this 
official. A keen cost sense, highly trained accountancy knowledge, ability 
to control staff, the will to break down the barriers of inefficiency and 
slackness, and some personality are a few of his attributes, but there are 
others not so obvious which are no less necessary and are often neglected 
in selecting applicants for this important post. 

The first I would refer to, is the ability to adapt his accounting know- 
ledge and experience to any change which may arise in the conduct of 
the business under his control—in other words, to visualise each altera- 
tion from the point of view of its place in the accountancy system and 
to make arrangements accordingly. Suppose a new department is 
established, a different method devised for the despatch of goods, a 
new machine bought for the factory which alters existing routine—the 
cost accountant must visualise these items in his balance sheet months 
ahead and make arrangements to cover the necessary routine to place 
the item in its proper place in the system. 

The second trait in the make-up of the ideal cost accountant I wish 
to stress is a species of moral courage to present, no matter what the 
result, the true cost figures and, if necessary in order to do so, to over- 
come opposition from all sources whether it be production officials, sales 
directors or even management itself. A great deal of tact and patience 
is of course essential to success, but, even if recourse is made to a 
measure of bluntness on occasions, the means to an end are justified if 
error and inefficiency are uncovered. 
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THE CostinG STAFF 


This matter, of course, must be discussed in the light of the size of 
the organisation and the other factors previously mentioned. The “staff” 
may be a single assistant to the cost man or 100 clerks, so that this 
divergence must be borne in mind and the individual factors envisaged 
when reading the following summary. The amount of detail work which 
normally should be carried out by the cost accountant is discussed later 
in this article, but, in a department of almost any reasonable size, it 
is definitely advocated that the head of the department have a “right-hand 
man”’—an assistant capable of any task short of executive action. This 
might cover ledger posting, actual control of the staff, technical liaison 
work or such occupation of an important nature likely to be an onerous 
burden to the man in charge. As far as the rest of the staff is con- 
cerned, I have found from experience that it is much better to allocate 
a specific task to each member of the staff rather than to expect each 
member to operate in all or any section. Bearing this in mind, the 
selection of staff members must be made according to the most suitable 
material offering. A judicious mixture of seniors and juniors is 
advisable, and both males and females prove good workers in the 
various sections. To conduct costing work efficiently, it is necessary 
to follow very closely the mode of manufacture in the factory, and for 
this work, viz., the compiling of process costs and standards, I always 
endeavour to secure a technically-minded male senior. Girls are ideal 
for reports and stock control work, although, again, I always engage 
a male for raw material control as I expect a great deal of physical 
checking work which might be disagreeable to a lady clerk. In these 
days of wartime man-power problems, however, little choice in these 
matters is generally available. One person essential to the department, 
however, is a calculator operator. 


SUBDIVISIONS OF THE WorK 


Generally speaking, the complete costing department can be broken 
up into the following sub-sections : 


(a) Supervision and control. 

(b) Straight-out bookkeeping routine. 

(c) Raw materials stock control. 

(d) Finished, goods stock control. 

(e) Assessment of factory or departmental production. 
(f) Compiling of standard and process costs. 


(g) Calculation of “do and charge” work, job costs, etc., in depart- 
ments where applicable. 


This classification may be supplemented according to the detail 
required, but it will be generally found to include all functions. For 
instance, the big task attendant to requisitions of raw materials to depart- 
ments, would be carried out by the raw material clerk as part of his 
job, and the equally important work of wage dissection would come 
under bookkeeping routine. The method adopted to secure the factory 
costing figures and the data necessary to secure periodical profit state- 
ments is also important. If a stock-taking is possible of finished goods, 
an assistant may be necessary for its computation, otherwise the standard 
cost price of sales is usually adopted as the basis for the trading account 
debit. This work alone may be sectionalised or included in the book- 
keeping routine. 











££ a PS ee eer eS a | ee ee eee 











le 


it, 


ail 


rt- 
his 
me 
ry 
te- 
ds, 
rd 
int 
»k- 

















THE AUSTRALIAN ACCOUNTANT 343 





1941 


RouTINE WorkK 


The vast amount of detail work necessary in a cost department 
involves a high degree of organisation and control. The various “bits 
and pieces” which go to make the complete cost picture must all be 
ready in order that the failure of one section to reach conclusion does 
not hold up the whole routine. A normal step-by-step costing routine 
may involve a procedure along the following lines: Commencing with 
a factory stock-taking, report on differences between physical and 
theoretical figures in raw material stock, complete posting of requi- 
sitions, compile “batch” or “mix” data (most factories commence 
operations by alloying or mixing working stock batches), assess factory 
and departmental production, dissect wages, post ledger or ledgers, 
compile cost price of sales, trial: balance of all ledgers, and complete 
final bookkeeping to the balance sheet stage. If one cog of this chain 
is running late, the whole system breaks down and the necessity for 
avoiding this calamity means constant supervision and a high degree 
of concentration and effort at all times by the costing staff. Not only 
must the work be done speedily and to schedule, but, most important 
of all, it must be positively accurate. No matter how serious a delay 
is caused, figures which are doubtful as far as accuracy is concerned 
must be checked and, if necessary, corrected. Cost figures which are 
inaccurate are worse than useless—they are, in fact, highly dangerous 
to the welfare of the business. So anxious are many cost accountants 
to ensure correctness, that they themselves take a much greater part in 
the routine checking work than, for instance, their colleagues, the 
financial accountants. A word has been said previously for the cost 
accountant’s assistant and, while close attention to the departmental 
routine is not wholly undesirable, it must not be forgotten that this 
detail work must crowd out the broader matters of principle involved 
in keeping abreast of the pace of modern manufacturing. I have always 
found that a good cost accountant can fully occupy his time in “inter- 
preting” the figures, in conferences to effect any changes deemed neces- 
sary thereby and in overhauling present methods to cover the march 
of progress in the industry concerned. 


STOCK-TAKING AND STOCK CONTROL 


No management is content to-day to accept the old methods of 
historical accountancy. Nothing less than a well-prepared budget proved 
by monthly or four-weekly profit and trading figures should satisfy the 
up-to-date directorate. Standard costs should be proved against the 
actual elements of cost by calculating production at standard and 
transferring differences to the variance accounts. In order properly to 
assess these values, a factory stock-taking each “period” is necessary 
and should be carried out to the entire satisfaction of the cost accountant 
and his staff. These people should enter wholeheartedly into this pro- 
cedure and on stock-taking days, the whole of the costing staff should 
check as much of the stock (work in progress) as is humanly possible. 
Just what this periodical stock-taking should embrace will again depend 
on the individual system in operation. I am usually insistent on the 
raw material stock being taken also on these periodical occasions, as 
the whole factory cost system is dependent on material usage and proof 
being available of the correctness of requisitions. No control system is 
sufficiently accurate or reliable to enable one to dispense with physical 
counting and, once again, the axiom of accuracy above all things is 
stressed. If grass profits are calculated by using the standard cost price 
of sales and deducting from net sales, finished stock will be estimated 

















AUG. 





THE AUSTRALIAN ACCOUNTANT 





344 


only by adding factory production and deducting the cost price of sales 
figure. In this case, I would not be prepared to accept the resultant 
figures with confidence unless an efficient stock control of finished goods 
store is in operation. This should be conducted by the costing depart- 
ment. The actual system adopted is not the immediate concern of this 
article, but would depend on the store facilities and the degree of check 
required. 


Cost REPortTs 


Quite apart from the figures relating to financial results prepared 
by the cost accountant and considered by the directors, the costing 
department must make many reports on the activities under its control. 
A few typical examples are as follows: 

(a) Raw material stock discrepancies. 

(b) Finished stock discrepancies. 

(c) “Black” list (non-payable lines) for sales department. 

(d) Department variance statements. 

(e) Report on actual times against standards. 

(f) Job report—actual costs against standard. 

(g) Weight check report. 

And as many others as required. 


These reports should be carefully prepared either by, or under, in- 
structions from the costing department head himself. A very good 
suggestion is to address each report and deliver a copy to the managing 
director (or the proprietor) even although the document itself goes to 
either the storeman concerned, the factory production manager, sales 
manager or the chief chemist. These officials, in turn, direct their 
replies to the same source, from whence the cost accountant receives 
his instructions either verbally in conference or in writing from his 
superior. Each report thus has executive sanction and passes through 
the managerial office. 


THE PuRPOSE OF THE DEPARTMENT 


Finally, a word is necessary about the high place this department 
must take in the general organisation. It is hardly necessary to reiterate 
that the cost accountant is an aid to management. He must never 
supersede management, but must always be subservient to and con- 
trolled by management. The department under his control thus must 
follow this principle in all its work. Those responsible in the depart- 
ment must be ready and capable to provide up-to-date information 
regarding costs and processes. Fullest information and co-operation 
must be provided to the quotation officer. In many instances, the costing 
department must be the liaison between market values as presented by 
the sales department and actual costs as provided by the factory. Its 
duty is at all times plain. It must present only the true cost. If this 
is not satisfactory to the sales effort then the factory must be asked for 
an amendment and a new cost worked out accordingly. 

The department must preserve a high reputation for keenness and 
unbiased judgment. In its hands lie the future and welfare of modern 
secondary industry. Management, in the years to come, will call more 
and more on its services and advice. Let the cost accountant and his 
staff remember this and prepare themselves to be worthy of their place 
in business. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


CoMMONWEALTH Pay Rott Tax 


In the July, 1941, issue of the journal it was stated that certain 
subjects awaited the Commissioner’s ruling: 


Wages Paid for Services Outside Australia 

The Deputy Federal Commissioner of Taxation, Sydney, has informed 
the Taxpayers’ Association of New South Wales as follows: 

“The jurisdiction of the Pay Roll Tax Assessment Act is limited to 
the Commonwealth, and wages paid outside the Commonwealth are not 
within the scope of the Act. 

“The Commonwealth of Australia consists of all the States, Northern 
Territory and the Australian Capital Territory, but does not include 
New Guinea, Papua, Norfolk Island or Nauru Island. 

“Where an employer incurs an obligation to pay wages it is considered 
that such obligation is not discharged until the employee actually 
receives the wages. For this reason, the transfer of funds from Australia 
by an Australian employer does not of itself constitute a payment of 
wages and liability under the Act would not necessarily be incurred in 
such a case. If, however, an ex-Australian employee appoints an agent 
in Australia to receive all or portion of his wages, such payment would 
be a payment of wages in Australia, and consequently the provisions of 
Section 12 of the Act would apply. 

The place at which the payment of wages is actually made by an 
Australian employer in respect of employees outside Australia must be 
decided on the particular facts of each case. Payment would not be 
considered to have been made outside the jurisdiction of the Common- 
wealth, even though the actual transfer of cash was effected ex-Australia 
if all the conditions of service and liability were clearly existent in 
Australia.” 

Supplementary Payments to Members of Navy, Army and Air Forces 

The New South Wales Taxpayers’ Association advises that the 
Commissioner of Taxation has confirmed his ruling that supplementary 
payments to members of the military forces are subject to pay roll tax. 


Pensions, Retiring Allowances and Gratuities 

At the moment of writing the Commissioner has not yet given a 
decision on the question of pensions, retiring allowances and gratuities. 
In his admirable booklet on the tax, Mr. J. M. White states at p. 12: 
“It would appear, however, that payments of this kind are not 
made to employees as such, but to persons who are no longer in 
the employ of the employer. If this is the case, such payments would 

not be subject to pay roll tax.” 


INTEREST ON COMMONWEALTH LOANS 
Statement No. 6 of the combined Commonwealth and New South 
Wales income tax return for year ended June 30, 1941, calls upon tax- 
payers to supply the following particulars of interest received or credited 
from Australian Inscribed Stock or Bonds: 


“Interest Subject to Federal Income Tax 


(1) Amount of inscribed stock or bonds held. 
(2) Rate of interest. 
(3) Date of issue of loan. 
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(4) Amount of interest received or credited during year ended June 30, 
1941.” 


The reason for the request for particulars of the date of issue of each 
class of bond, etc., held is that interest on taxable issues prior to March, 
1940, carries the partial exemption from Commonwealth income tax 
provided by the Commonwealth Debt Conversion Act, i.e., such interest 
is taxable at rates not in excess of those in force for year of tax ended 
June 30, 1931. The interest on bonds, etc., issued during and after 
March, 1940, are subject to full Commonwealth income tax at the rates 
in force during the currency of the loan. 

Whilst most taxpayers know the date of maturity of Commonwealth 
Loans and, in fact, usually use such date for purposes of identifying 
each loan, they are rarely in possession of the date of issue of the loans, 
except in the case of original subscriptions. 

With the object of assisting taxpayers in the preparation of current 
returns, I wrote to the Registrar, Commonwealth Government Registry 
of Inscribed Stock, for a list showing the date of issue of all current 
securities. The following reply has been received from the Deputy 
Registrar : 

“The Taxation Department has been interviewed and informed of 
the difficulty and inconvenience caused to holders, and ourselves, in 
supplying this information. A list of all taxable securities has been 
handed to the Department and the existing five series which are subject 
to full rates of tax denoted thereon. 

“We are pleased to advise that the Taxation Department has agreed 
to intimate by a Press statement, that the year of maturity should be 
shown in returns, instead of the date of issue.” 

In view of these advices, it is suggested that readers should alter the 
heading of Column No. 3 to read: “Date of maturity of loan” and insert 
thereunder the due date of each class of security held. 





VOLUNTARY PAYMENTS TO PROFESSIONAL FooTBALL PLAYERS 


The taxpayers were professional football players and had received in 
one instance the proceeds of a benefit match and in the other instances 
sums stated to be accrued shares of benefit. These payments were pro- 
vided for by the regulations of the English Football League and, though 
not obligatory, were expected, were generally asked for, and were 
generally accorded after continuous service for a certain number of 
years. The regulations stated that such payments were made for loyal 
and meritorious service. Held by the English High Court, that these 
sums were paid as remuneration for the services of the players, and were 
not paid as mere personal testimonials to them, and therefore the sums 
were rightly assessed to income tax. Corbett v. Duff; Dale v. Duff; 
Feebery v. Abbott [1941] 1 All E.R. 512. 





CALLS ON SHARES IN MINING COMPANIES 


Section 78 (1) (d) of the Commonwealth Income Tax Assessment 
Act, 1936-1940, permits a deduction, inter alia, of “calls on shares in a 
mining company or syndicate carrying on mining operations in Australia 
for gold, silver, base metals, rare minerals or oil. . . .” 

A mining company, Mount Morgan Ltd., carrying on mining opera- 
tions in Australia for gold allotted to the taxpayer shares of £1 each 
on terms set out in the prospectus and application. These terms pro- 
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vided that the balance due on such shares, after specified payments on 
application and allotment, should be payable “in four calls of 4/- each 
per share” payable on specified dates, and that “calls when made may 
be paid in advance and interest at 8% per annum will accrue from date 
of payment.” On a subsequent date the directors of the company made 
four calls of 4/- each payable on the dates specified in the prospectus and 
the company sent the taxpayer notices of the calls stating the place and 
dates of payment. 

Held by the Australian High Court: (i) that a liability for calls arose 
upon the making of the calls by the directors, and that the amounts 
thereof were therefore deductible as calls within S. 78 (1) (d) of the 
Commonwealth Income Tax Assessment Act 1936-1937. 

(ii) (by Starke J.) that this was so even if the terms and conditions 
upon which the shares had been issued involved an obligation on the 
part of the taxpayer to pay the balance of the unpaid capital without 
any call. Cameron v. F.C. of T. (1941) 2 A.I.T.R. 175. 





SALE OF BANANA PLANTATIONS 


Information has been sought as to the position under the Common- 
wealth and New South Wales income tax legislation concerning the 
proceeds of sale of a banana plantation, the circumstances being as 
follows : 

“A” leases a portion of virgin land for the purpose of banana cultiva- 
tion. Terms—2 years free of rental, 5 years @ £3 per acre rental, total 
lease 7 years. 

He clears the land, erects necessary buildings and fencing, having the 
right of removal of buildings at end of term of lease. He plants bananas 
and has all expense and no income for two years. 

After (say) five years he sells out on a walk-in-walk-out basis. The 
sale includes buildings, lease, plantation. value of crops. Buildings may 
be worth £50 to £100, lease—nominal—say £10, crops from £50 to £150, 
balance plantation. 

In the first place, if the plantation was bought for the purpose of 
re-sale at a profit the profit is assessable under both Acts; Com., S. 26 
(a); N.S.W., S. 19 (1) (e). 

The following is a statement of the position under the Commonwea'th 
and New South Wales Acts where the property was not bought for the 
purpose of re-sale at a profit : 


Commonwealth Act 

A premium received on the assignment after July 1, 1935, of a lease 
from the Crown of land used for primary production is not assessable, 
S. 88a. 

“Primary Production” means production resulting directly from the 
cultivation of land or the maintenance of animals or poultry for the 
purpose of selling them or their bodily produce, including natural 
increase, and includes the manufacture of dairy produce by the person 
who produced the raw material used in that manufacture, S. 6. 

If, therefore, A’s lease of the banana plantation was from the Crown, 
he is not assessable under the Commonwealth Act in respect of the 
proceeds of sale by him of the lease. 

If the lease acquired by A was not from the Crown, he is liable to 
Commonwealth Income Tax on the profit arising from the lease, S. 83. 
The taxable profit is as follows: 
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Assessable premium, S. 84— 
Plantation. N.B.: Sale price not stated in question. 
For purpose of illustration assume it to be .. 1000 


—— £1010 
Allowable deductions, S. 85— 
Buildings (amount stated assumed to be cost 
EE os 65 wk, 5600 eH On 20 ee. de oe 100 
RL Ss ids be es we ee SU hee wale Tide en £910 


. The net premium is assessable at the concessional rate provided for 
y S. 86. 

As A had tenant rights in the buildings, he would not have received 
a deduction in respect of the cost thereof under S. 88 (2). He is there- 
fore entitled to a deduction under S. 85 of the full cost of such improve- 
ments. 

With regard to the growing banana crops included in the sale, S. 36 
provides, inter alia, that where the whole or any part of the assets of a 
business carried on by a taxpayer is disposed of and the assets disposed 
of include any property being trading stock, standing or growing crops 
or crop-stools, the value of that property shall be included in his assess- 
able income. 

Section 36 (3) provides that the value of the property shall be: 

(i) the market value of the property or live stock on the day of 
the disposal; or 
(ii) if in the opinion of the Commissioner there is insufficient 
evidence of the market value on that day—the value which in 
his opinion is fair and reasonable. 

The object of S. 36 (3) is to prevent a taxpayer, in the case of a non- 
assessable premium received on the assignment of a Crown lease, from 
fixing the assessable value of crops, etc., included in the walk-in-walk-out 
sale at an unduly low value with a corresponding increase in the non- 
assessable premium. Justice requires that the revenue should be pro- 
tected in this regard. 


New South Wales Act 

Under the New South Wales Act, there is no differentiation between 
Crown and non-Crown leases. 

In the above’ circumstances, the net premium on the assignment of 
the lease, £910, is assessable under S. 94 (1) and is taxable at the con- 
cessional rate provided by S. 98. Unlike the Commonwealth provisions, 
in assessing the net premium received on the assignment of a lease for 
New South Wales purposes, the notional premium for rate purposes is 
based on the time the property has been held, and is not based on the 
unexpired term of the lease. 

Section 94 (2) provides as follows: “Where a lease (other than a 
lease of premises in respect of which a publican’s licence or an Australian 
wine licence is for the time being in force) assigned or surrendered was 
acquired by the taxpayer before the sixth year prior to the year of income 
in which the lease is assigned or surrendered the amount of net premium 
(or if in respect of the transaction there are more net premiums than 
one—the sum of the net premiums) to be included as assessable income 
shall not be greater than the total of the amounts of deductions allowed 
to the taxpayer under this Act and the previous Acts in respect of the 
lease.” 
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If, in the above example, the lease had been for more than seven years, 
and the taxpayer had held the lease for more than seven income years, 
no part of the net premium received would have been assessable under 
the New South Wales Act, as no deduction was allowed to A in respect 
of (a) the acquisition of the lease because no premium was paid by him 
on its acquisition, or (b) the improvements thereon as they were subject 
to tenant rights. 

With regard to the value of growing crops included in a disposal sale, 
the value thereof is assessable income of the vendor, S. 29. Such value 
is to be determined by the Commissioner, S. 29 (3). 





TRANSFER OF TRUST UNDER WILL 


A testator. after providing for an annuity for his widow, directed that 
his trustee should stand possessed of his residuary estate for such of his 
children as should survive him and attain the age of 25 years on October 
25, 1939, the only beneficiaries entitled under the will were the widow 
and a son who had attained 25 years. On that date the widow and son 
executed a document which provided that in consideration of the 
mother agreeing to the transfer by the trustee to the son of the whole 
of the residuary estate, the son undertook to hold the estate subject to 
the trusts of the will for his mother’s benefit. The trustee then trans- 
ferred the assets to the son. The Victorian Acting Comptroller of 
Stamps contended that the document was subject to stamp duty on the 
ground that it was an instrument other than a will or codicil “whereby 
property is settled . . . such instrument not being made before and in 
consideration of marriage.” The High Court upheld the son’s appeal. 
Starke J. said that the document had not resettled or created any new 
trusts but provided for the execution of the trusts of the will in favour 
of the son sooner than otherwise would have been possible under the 
testator’s will and for the observance of the trusts in the will in favour 
of the mother. Wedge v. Acting Comptroller of Stamps (Vic.) (1941) 
14 A.L.J. 407. 





War-TIME (Company) Tax 
Holding and Subsidiary Companies 

Company A owns all the shares in Company B. Company B owns all 
the shares in Company C. 

A subscriber has asked if B, itself a subsidiary, is entitled to elect to 
treat its sole subsidiary C as a branch of B, ie., under S. 17 of the 
War-time (Company) Tax Assessment Act. 

In my opinion any company (whether or not it, itself, is a subsidiary) 
which answers the description of a “holding company,” as defined by S. 3, 
is entitled to make the election under S. 17. The answer is, therefore, 
yes. 

In order to answer the description of a “holding company,” Com- 
pany B: 

(a) must control, or be in a position to control, Company C either 

by virtue— 
(i) of its shareholdings in C; or 
(ii) of any express or implied agreement ; and 

(b) would be entitled to receive more than one-half of C’s profits 
earned during the accounting period if these profits were distri- 
buted. 
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Although Company B may actually control Company C by reason of 
its direct shareholdings, or by virtue of an agreement, nevertheless 
Company A “is in a position to control” Company C by virtue of its 
shareholdings in Company B. 

Company B would be entitled to receive directly more than one-half 
of the profits earned by Company B, but Company A would also be 
entitled to receive indirectly more than one-half of those profits. 

Thus, an interesting position can arise. For example, Company B 
may decide to make the election under S. 17 of the War-time (Company) 
Tax Assessment Act with regard to its sole subsidiary C in respect of 
accounting period ended June 30, 1940. With regard to accounting 
period ended June 30, 1941, Company A may decide to make the election 
under S. 17 in respect of its subsidiaries B and C. In that event, S. 17 
provides that subsidiary Companies B and C shall, for all the purposes 
of the Act, be treated as branches of holding Company A, and no separate 
assessment shall be made in respect of any of the subsidiary companies, 
including B. Therefore, if A makes the election under S. 17, it over- 
rides the election previously made by B, which then ceases to be a holding 
company, and must be treated, for all purposes of the War-time (Com- 
pany) Tax Assessment Act, as a branch of Company A. 





REVOCABLE TRUST 

A declaration of trust by deed poll contained a power of revocation by 
the settlor which was not exercised during his lifetime. The Commis- 
sioner of Succession Duties (S.A.) contended that as the settlor had 
not exercised the power of revocation, the trust after his death was 
different from that before his death, as prior to death the beneficiaries 
had only interests at the settlor’s will, but that after his death, the bene- 
ficiaries had indefeasible interests. The deed was therefore a settlement 
within the definition of S. 4 of the Succession Duties Act, i.e., it was a 
trust or disposition to take effect on or after the death of the settlor. 
Consequently the Commissioner assessed succession duty upon the 
property given or accruing under the deed as at the date of the settlor’s 
death. Held by the High Court that the settlement did not contain any 
trust to take effect upon the settlor’s death and that the assessment was 
incorrect. The Commissioner of Succession Duties (S.A.) v. Isbister 
(1941) 14 A.L.J. 406. 


‘ 





DEFINITION OF PRIVATE COMPANY 


The provisions of the English Finance Act, 1922, S. 21, do not apply 
to a company in which the public are substantially interested. The public 
are stated to be substantially interested where shares controlling 25 per 
cent. of the voting power have been acquired unconditionally by the 
public and such shares have been the subject of dealings on a stock 
exchange in the United Kingdom and have been quoted in the official 
list of such a stock exchange. In the case of the appellant company the 
necessary number of shares were not held by the public unless the shares 
held by Mrs. B. were included. Mrs. B. was a niece of Lord G., one of 
the persons controlling the company, and at the material time held from 
20,000 to 22,100 shares. Of these shares 16,000 were the gift of Lord 
G., and the remainder she purchased. All the shares were included in, 
and subject to, her marriage settlement. At certain times in 1914 and 
1915, the shares had been quoted in the official list of the Cardiff Stock 
Exchange and at other times they were quoted under the heading of 
“other business done” : 
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Held: (i) the company was one in which the public were substantially 
interested, because the shares subject to Mrs. B.’s marriage settlement 
were acquired unconditionally by her and she was not a relative within 
the meaning of the section which defines a relative as a husband, wife, 
ancestor, lineal descendant, brother or sister. 

(ii) the shares had been quoted in the official list of the Cardiff Stock 
Exchange, because the section only required that they should at some 
time have been quoted in that list and not necessarily during the year 
of assessment. 

(iii) on the evidence, quotations of “other business done” and in the 
supplementary list are quotations in an official list within the English 
Finance Act, 1922, S. 21 (6) as amended. Tatem Steam Navigation 
Co. Ltd. v. I. R. Comrs. [1941] 2 All E.R. 111. 

Under the Commonwealth Act, a “private company” means a com- 
pany which is under the control of not more than seven persons, and 
which is not a company in which the public are substantially interested 
or a subsidiary of a public company. 

For the purposes of Division 7, a company shall be deemed to be a 
company in which the public are substantially interested if shares of the 
company (not being shares entitled to a fixed rate of dividend, whether 
with or without a further right to participate in profits) carrying not less 
than twenty-five per centum of the voting power, have been allotted 
unconditionally to, or acquired unconditionally by, and are at the end of 
the year of income beneficially held by, the public (not including a private 
company) and any such shares have in the course of that year been 
quoted in the official list of a stock exchange. 

The following are some of the differences between the Commonwealth 
Act and the English Act in relation to the definition of a private company : 


(a) Under the English Act a company means a company which is 
under the control of not more than five persons—under the Com- 
monwealth Act the number is seven. 

(b) One of the tests under the English Act as to whether or not a 
company is one in which the public are substantially interested is 
whether or not shares held by the public have been the subject of 
dealings on a stock exchange. This test is not contained in the 
Commonwealth definition. 

(c) Under the English Act, the test as to whether the shares have 
been quoted in the official list of a stock exchange is satisfied if 
the quotation was made in a year other than the year of income 
or assessment. The Commonwealth Act requires that the shares 
shall have been quoted in the official list of a stock exchange (not 
necessarily in Australia) during the course of the year of income. 

(d) The Commonwealth definition of “relative” is wider than the 
definition under the English Act, see below. 


With some diffidence, the following is submitted as a solution of the 
position under the Commonwealth Act. 

The first thing to ascertain is whether or not the company is under the 
control of seven persons or less. Section 103 (2) (b) provides that a 
company shall be deemed to be a subsidiary of a public company if, by 
reason of the beneficial ownership of the shares, the control of the com- 
pany is in the hands of one or more companies none of which is a private 
company. “Nominee” of any person means one who may be required to 
exercise his voting power at the direction of, or holds shares directly or 
indirectly on behalf of, that person and includes a relative of that person. 
“Relative” means a husband or wife or a relative by blood, marriage 
or adoption. To escape being a private company it must be under the 
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control of at least eight independent shareholders, none of whom is 
related to or in partnership with any of the others or is a nominee of any 
of the others, except where the company is one in which the public are 
substantially interested or where it is a subsidiary of a public company. 

In ascertaining whether or not the public are substantially interested, 
the seven or fewer persons who control the company must not be included 
in the “public” as otherwise every company which is listed on a stock 
exchange would be a non-private company and the definition would be 
meaningless. If this be correct, relatives, as defined, or nominees of 
those 7 or fewer persons must also be excluded from the term “public.” 
Otherwise, any person, except a private company, is capable of being a 
member of the public for the purposes of Division 7, and this is so even 
if the shares were acquired by way of gift from one of the seven or fewer 
persons, so long as the donee is not a relative as defined. The test is not 
the manner in which the shares were acquired but whether or not the 
shares were unconditionally allotted to or were unconditionally acquired 
by the shareholder, and were beneficially held by the shareholder at the 
end of the year of income. 

In the above case, the shares were legally held by trustees, but were 
not beneficially held by them. It would appear, therefore, that the shares 
so held could not be counted in ascertaining whether or not ordinary 
shares carrying not less than twenty-five per cent. of the voting power 
are held, by the public. 


Pay Roll Tax 


PAYMENTS FOR SERVICES RENDERED BY PuBLIC ACCOUNTANTS 


Questions have arisen as to whether payments to Public Accountants 
for various kinds of services are wages, within the terms of the definition 
in the Pay Roll Tax Act. 

It is understood that the Departmental interpretation is that the 
following payments are subject to tax as being “wages, salary, com- 
mission, bonuses or allowances paid or payable . . . to any employee 
as such”: 

Weekly payments made by a company to a Public Accountant (who 
is in business on his own account) who is secretary to that 
company. 

Weekly payments made by a company to a firm of Public Accoun- 
tants for keeping the books of that company. 

Yearly fee, payable quarterly, by a company to a firm of Public 
Accountants for keeping the books of the company. 

Apparently the Department regards a Public Accountant or firm of 
Public Accountants in the circumstances mentioned as an employee, 
notwithstanding that there is no definition in the Act of “employee,” 
and notwithstanding that the Department for another purpose applies the 
Common Law test of whether a person is a servant or an independent 
contractor, i.e., whether any control is exercised over the person 
performing the service in the performance of that service. 

The Commonwealth Institute of Accountants has obtained the follow- 
ing Opinion from Mr. J. B. Tait, Barrister-at-Law, on the matter: 


Opinion 
I have been asked to advise whether payments made by a company 


to a Public Accountant for each of several different types of service or 
work, such as acting as secretary to the company, keeping the books 
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1941 


of the company, and auditing the accounts of the company are “wages” 
within the meaning of the Pay Roll Tax Assessment Act 1941, so that 
pay roll tax is payable by the company in respect of such payments. 

Before dealing with the particular questions submitted for opinion, 
it is desirable to consider the provisions of the Act and the general 
principles to be applied. 

The Pay Roll Tax Assessment Act 1941 provides for the imposition, 
subject to and in accordance with the provisions of the Act, of a tax 
on “all wages paid or payable by an employer in respect of any period 
of time occurring after the 30th day of June, 1941” (Sec. 12). Thus it 
is a tax on “wages” paid or payable by any “employer.” “Employer” 
is defined as meaning any person “who pays or is liable to pay any 
wages,” and “wages” are defined as “any wages, salary, commission, 
bonuses or allowances paid or payable . . . to any employee as such” 
(Sec. 3). The remainder of the definition of “wages” is not important 
at the moment. 

It follows from this definition that unless the payment in question is 
paid to an “employee” as such, the payment is not liable to tax under 
the Act. 

But the Act does not define “employee.” In these circumstances, in 
my opinion, an “employee” within the meaning of the Act must be a 
person between whom and his employer the common law relationship 
of master and servant subsists, and it can only be if there is such a 
relationship of master and servant between the public accountant and 
the company that a Public Accountant performing services or work 
for the company is an “employee,” and the remuneration paid to him is 
“wages” within the meaning of the Act and liable to pay roll tax. 

It is necessary, therefore, to find out in each case whether the rela- 
tionship of master and servant exists, the alternative being that the 
Public Accountant is an independent contractor in the particular matter. 

Now whether in any given case the relationship of master and servant 
exists is a question of fact. But in the course of examining this question 
of fact the judges have from time to time laid down certain tests, and 
although it cannot, be said that any test is complete and meets all cases, 
the authorities show that in matters such as the present, there is at 
least one general test that can be applied. This test is that there must 
be a power in the employer, not only to direct what work the servant 
is to do, but also the manner in which the work is to be done. (See 
Halsbury, 2nd Ed., Vol. 22, p. 112.) “A master is one who not only 
prescribes to the workman the end of his work, but directs or at any 
moment may direct the means also, or as it has been put, retains the 
power of controlling the work.” Pollock on Torts, 12th Ed., p. 79. In 
the case of an independent contractor “the end being prescribed, the 
means of arriving at it may be left to him’”—Bowen L.J. in Donovan v. 
Laing, &c., Constructing Syndicate (1893) 1 Q.B., at p. 634. Even in 
the case of an independent contractor, however, the employer may by 
the contract reserve to himself powers of directing how the work is to 
be done, but “an independent contractor is one who undertakes to 
produce a given result, but so that in the actual execution of the work 
he is not under the order or control of the person for whom he does it, 
and may use his own discretion in things not specified beforehand.” 
Pollock (supra), p. 80. 

It is true that other matters, such as the nature and magnitude of the 
work or task undertaken, the manner of payment, whether weekly or 
yearly or by an agreed sum, the hours and place of work, and the 
powers of dismissal may all have a bearing upon the matter, and each 
€ 
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case must be considered on its own facts. But, generally speaking, in 
the ordinary case the general test will be on the lines I have stated and 
will be decisive. 

Applying these principles and tests to the various matters on which 
I am asked to advise, my opinion as to each of them is as follows: 


(a) Weekly or other periodical payments made hy a company to a 
Public Accountant (who is in business on his own account) 
and who as secretary to that company attends all meetings, keeps 
the minutes, complies with all requirements as to filing documents, 
etc., receives and answers correspondence and keeps the share 
register and other books of the company. 

In my opinion the Public Accountant is an “employee” of the 
company and such payments are “wages” within the meaning 
of the Act, and are subject to pay roll tax. It is clear in such 
a case, I think, that as secretary the Public Accountant is subject 
to the directions and orders of the company given through its 
directors or senior executive officer, such as the managing 
director. He is not only required to perform such duties as he 
may think necessary to carry out the work of a secretary, but in 
the details of the work and in the manner of carrying them into 
execution, he is bound to obey the orders and directions so given 
to him. For instance, he may be required to write a letter in a 
particular way, and to keep a particular book or record or minute. 

For these reasons, in my opinion, in accordance with the 
principles I have stated, the Public Accountant in this instance 
would be held to be an “employee” within the meaning of the Act. 

(b) Weekly or other periodical payments made by a company to a 
firm of Public Accountants for keeping the books of a company. 

In this case the matter is more doubtful, but generally speak- 
ing, in my opinion, in such a case there would not be the rela- 
tionship of master and servant, and the payments would not be 
“wages” within the meaning of the Act. The circumstances in 
such cases could vary greatly; for instance, in one case the 
arrangement might be that the material, such as cheque butts, 
bank books and invoices, were handed over to the firm who 
took them away, wrote up the books in its own office by its own 
clerks, and returned them to the company completely written up, 
while in another case the firm of Public Accountants might agree 
to senda clerk to the company’s office as a bookkeeper on, say, 
two days a week for the purpose of “keeping the books of the 
company,” and it might be understood that such clerk, while at 
the company’s office, was to do such matters in the nature of 
bookkeeping as were required by the company’s directors. In the 
latter case it might well be that the relationship of master and 
servant did exist. But I would think that this would be unusual, 
and that in the ordinary case the company did not control the 
accountants as to the manner and details of executing the work, 
and that so long as the books were “kept,” the manner of keeping 
them and when and by what clerk were matters within the control 
of the Public Accountants, not of the company, and accordingly 
the Public Accountants were independent contractors and not 
employees. 

(c) Yearly fee payable quarterly or by other periodical payments by 
a company to a firm of Public Accountants for keeping the books 
of the company. 

This differs from the last case only that there is a yearly fee 
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instead of a weekly or other periodical payment. In my opinion 
this fact does not itself make any difference, although it may be 
one factor from which an inference might be drawn as to the 
nature of the relationship. Subject to this, what I have said as 
to (b) applies in this case, and, in my opinion, in the ordinary 
case of this kind the firm of Public Accountants would be inde- 
pendent contractors and not “employees,” and the payments would 
not be subject to the tax. 

(d) Audit fees, payable yearly or by other periodical payments by a 
company to a Public Accountant (who is in business on his own 
account). 

In my opinion sucl. audit fees are not “wages” within the mean- 
ing of the Act. Subject to the terms of the agreement to perform 
the audit, the auditor is not under the control of the company or 
its directors as to the manner in which he performs the work. 

(e) Fees payable yearly or by other periodical payments by a com- 
pany to a Public Accountant (who is in business on his own 
account) for acting as public officer and preparing taxation 
return. 

In my opinion such payments are not “wages” within the 
meaning of the Act. The test is the same as in the other cases, 
and if the duties as public officer were limited to preparing the 
taxation return which he would do as an expert and not subject 
to the control of the company as to the manner of preparing it, 
the accountant would, in the ordinary case of this kind, be, in my 
opinion, an independent contractor in this matter. 

(f) Fees payable yearly or by other periodical payments by a com- 
pany to a Public Accountant (who is in business on his own 
account) for making a scrip audit. 

In my opinion such fees are not “wages” within the meaning 
of the Act. What I have said as to audit fees under (d) above 
applies in this case. 


(g) Fees payable yearly or by other periodical payments by a com- 
pany to a Public Accountant (who is in business on his own 
account) for auditing the company’s books and writing up the 
private ledger. 

In this case, in addition to auditing, the accountant writes 
up the private ledger. Here, again, in my opinion, the accoun- 
tant would in the ordinary case be an independent contractor and 
not an employee, and the fees are not “wages” under the Act. 

Generally: In most of the above cases, I have said what my opinion 
is as to the ordinary case of the kind. It is a question of fact in each 
case, and therefore depends on all the factors and circumstances of the 
particular case. I can advise only as to what I understand to be the 
ordinary case. 

I should add that the definition of “wages” in the Act to which I have 
referred, has the addition that “wages” includes payments made “under 
any prescribed classes of contracts to the extent to which that payment 
is attributable to labour.” I understand no classes of contract have yet 
been prescribed, but obviously if the Department thought that any of 
the above payments should be, but are not at present, taxable, this could 
be remedied by prescribing the classes of contract concerned. 

J. B. Tarr. 

Selborne Chambers, 
7th August, 1941. 





The various incidents surrounding an issue of share capital and sub- 
sequent operations on the shares will depend upon the nature of the 
company, and the regulations laid down by the Articles of Association. 
Different provisions exist in respect of a no-liability mining company, 
a guarantee company and an ordinary limited liability concern. This 
article concerns the last class of company under the New South Wales 


A share may be defined as the unit for measuring a member’s interest 
in the capital of the company. Upon the entry of his name on the 
register of members a person undertakes certain liabilities and is 
entitled to receive specific benefits. 

There is a great deal of preparatory work to be done before an offer to 
the public can be made. It is not simply a matter of the promoter, 
directors or the company distributing some sort of share application form. 
The Act makes it mandatory for any offer to the public to be made by 
means of the issue of a prospectus; a signed copy of which must be filed 
with the Registrar-General. 

Many particulars are required to be stated in the prospectus and the 
ones definitely connected with the share capital are :— 

(1) Contents of the Memorandum of Association. 

(2) Number of founders, management or deferred shares issued or 


(3) Qualification shares of a director (if any). 
(4) The minimum subscription which in the opinion of the directors 


(5) The amount payable on application and allotment on each share. 


A company may publish a prospectus as a newspaper advertisement, 
and all the particulars need not be stated, provided that the advertise- 
ment states :-— 

(1) That the requirements of the Act have been fulfilled. 

(2) Where copies of the full prospectus and share application forms 


(3) That applications for shares will be received only on one of the 


A company may issue an application for shares without a prospectus 
if it is in connection with a bona-fide invitation to a person to enter into 
an underwriting agreement, or in relation to shares not offered to the 
public ; as for example an offer to existing shareholders to take up extra 
shares in the company. 

In any case where a company has not issued a prospectus it must, at 
least seven days before the allotment of any shares, file with the 
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Some Notes on Share Capital Operations 
By H. JACKSON, A.1.C.A., A.A.LS. 


to be issued, and the extent of the holders’ interest in the profits 
and property of the company. 


must be raised by the issue of shares to defray the cost of certain 
items as set out in Schedule Eight. 


may be obtained. 


specified forms, and endorsed upon a printed copy of the 
prospectus. 





Registrar-General a Statement in lieu of Prospectus containing the 
particulars prescribed by the Act. 
The directors will, prior to the issue of the prospectus, decide what 


amount is to be paid on application and allotment, but the former amount 
must not be less than 5% of the nominal value of the shares. The appli 
cation form to be issued will also be decided upon. No specific wordin 
is required by law, but one on the following lines would be sufficient :- 
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APPLICATION FOR SHARES 


in A Company Limited 
(Registered under the New South Wales Companies Act, 1936) 
Nomrnat Caprtat—#£100,000 
To the Directors, 
A Company Limited, 
Sydney. 

I hereby apply for . . . . Ordinary Shares of £1 each in A Company 
Limited under the terms and conditions set out in the prospectus issued 
by the Company on the 15th July, 1941. 

I enclose the amount of £ .. . . , being 2/6 per share payable on appli- 
cation. I further agree to pay an additional amount of 2/6 per share 
on allotment and the balance in calls when required. 

I hereby agree to accept the above number of shares or such less 
number of shares as the directors in their discretion may allot me; 
and I undertake to be bound by the provisions of the Memorandum 
and Articles of Association. 


Occupation......... islaecialeitetaicaiiaundtilameeddiaiiacidie 
Be cititticttinrntoteceinscs 


Where a company is offering different classes of shares, such as 
Ordinary and Preference, it is desirable to have distinctive application 
forms for each class, with a different printing type or colouring. This 
Preference 
Ordinary 
likely to lead to errors, either on the part of the secretary or the applicant. 

The signed application form is the offer on the part of the applicant 
to take the shares, hence the wording “or such less number of shares 
as the directors in their discretion may allot me.” The applicant applies 
for a specific number, and if this wording was not included there would 
be no contract if the directors proceeded to allot a smaller number than 
applied for. Such an allotment would be a counter offer and would 
require the applicant’s acceptance. 

Once the applications are received the next step is the official allot- 
ment of the shares. The Act provides that no allotment can be made 
in respect of shares offered to the public unless :— 


(1) The minimum subscription as stated in the prospectus has been 
raised; and 

(2) The sum payable on application is received. The directors may 
accept a cheque in payment of application money, provided they 
do so in good faith and they have no reason for suspecting that 
it will be dishonoured. 


A limitation exists on the time allowed for raising the minimum sub- 
scription, which is 60 days from the first issue of the prospectus. If this 
condition is not complied with the application money must be repaid to 
the applicants within 80 days from the first issue of the prospectus ; and 
failure to do so will render the directors jointly and severally liable to 
repay the money together with interest, at the rate of 5% p.a., for every 
day over and above this period. These provisions apply only to the 
first allotment of shares offered to the public on the issue of a prospectus. 
Any allotment contravening these provisions or where a statement in 








is much preferable to the printed alternative and less 
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lieu of Prospectus is not filed is irregular, and is voidable at the option 
of the applicant within one month after the holding of the statutory 
meeting ; or where a statutory meeting is not held, or where the allot- 
ment is made after the holding of the statutory meeting, within three 
months after the date of allotment an irregular allotment is voidable 
even in the event of the company being wound up. 

Within one month after an allotment the company must file with the 
Registrar-General a return showing :— 

(1) Nominal value and number of shares allotted. 

(2) Names, addresses and descriptions (if known) of the allottees. 

(3) Amount paid, due or payable or deemed to be paid on each 
share. 

(4) If shares are allotted as fully or partly paid up otherwise than 
in cash, certain contracts and evidence specifying the title of the 
allottee to the shares. 

The work of preparing share applications for submission to the board 
of directors is the concern of the secretary. Applications may be re- 
ceived from different sources, such as through the post from the appli- 
cant, from brokers and by personal interview at the company’s office. 
The secretary should carefully scrutinise each application to see that 
everything is in order, with special attention to the class of shares applied 
for and the personal particulars of the applicant. 

The applications should be numbered consecutively, and entered on 
the Application and Allotment Sheets or Journal. These sheets may 
be in a bound book or loose leaf form, the latter being preferable in the 
case of a large issue. This book may be entered up in alphabetical 
order or in accordance with the numerical numbering of the applica- 
tions. Various rulings exist for an Application and Allotment Journal ; 
the following form is considered sufficient :— 


APPLICATION AND ALLOTMENT JOURNAL 
Issue of 50,000 Ordinary Shares of £1 each 











Payable on A pplicati Om... ...ccccccocccssesvernseeeressnnees per share 
Payable on Allotment ........ccccccosceennnn per Share 
Applica- | | Name of Address and | Deposit No. of Shares | No. of | 
tion | Date | Applicant Occupation Paid Applied for Shares 
No. | } Allotted 











a few 






































Date of | Minute No. Amount | Amount/ Balance No. 
Allot- 


Book Letter | Distinctive} Due on Due on Held Deposit | Folia Letter 
ment Folio Allot- Numbers | Applica- Allot- — Returned oi 
ment tion ment s Regret 





Jj nt 474 A44--— 
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It must be remembered that every application for shares is con- 
ditional upon the minimum subscription being raised. Besides this an 
applicant may state in his application certain conditions upon which 
shares are to be allotted. Any such condition is a vital part of the appli- 
cant’s offer, and must be capable of fulfilment by the directors if they 
are to allot the shares. 

. An application may be lodged by an agent on behalf of his principal. 
The principal’s name is entered on the Register of Members, and the 
agent assumes no liability if he is acting within the scope of his authority. 

Any application from an infant should be refused in ordinary circum- 
stances, unless the fult nominal value of the shares is paid. An infant, 
if entered on the Register of Members, may at any time during his 
minority, or within a reasonable time of his coming of age, renounce his 
contract to. take the shares, and his liability on them will cease. The 
company has some rights; if the infant receives any benefit from the 
shares (such as dividends) he must pay calls if he continues to hold the 
shares, and if he repudiates his contract he must refund the money 
received. If the company becomes aware that an existing member is 
an infant, it may apply to the court for rectification of the Share Register, 
by deletion of the infant’s name. 

An application for shares, being the offer on the part of the applicant, 
may be withdrawn at any time before acceptance, and death will auto- 
matically cancel an application. 

The directors of a company are the only authority actually to allot 
the shares. The share applications are considered at a meeting of the 
board together with the application and allotment sheets. The secretary 
should endeavour to confer with the chairman of directors, prior to the 
meeting, on any matters likely to cause delay; such as where the issue 
has been over-subscribed, or where there is any doubt or irregularity 
concerning the application. 

Assuming that after consideration of the applications, the directors 
decided to allot the full number applied for to each individual applicant, 
a resolution on the following lines would be passed :— 


“Resolved that 20,000 shares of £1 each in the capital of the com- 
pany, be and are hereby allotted to the several applicants listed on 
the Application and Allotment Sheets numbered 1 to 10 and signed 
for identification purposes by the chairman of the meeting, and that 
the secretary is hereby authorised to issue immediately to each allottee 
a Letter of Allotment, and to prepare the share Certificates.” 


The letter of allotment is the acceptance by the company of the offer 
by the applicant to take the shares. It should be despatched as 
soon as possible after the shares have been allotted. This matter is 
important, as if unreasonable delay occurs in allotting shares, the appli- 
cant will be within his rights in repudiating the contract. Just what is 
unreasonable delay depends entirely upon the circumstances of each 
individual case. It will be remembered that where a company has issued 
a prospectus a time limit is fixed by the Act. 

The secretary should use all care in preparing the letters of allot- 
ment. Particulars of each letter should be kept, and a complete record 
should be kept of the time and date of posting. It is advisable for the 
letters of allotment to be numbered consecutively, and the application 
and allotment journal shown above contains a column for this purpose. 

It is usual to have letters of allotment specially printed with spaces 
leit for filling. in the requisite details. The wording used will vary in 
practice, the following being an example :— 
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LETTER OF ALLOTMENT—NoO. 1. 
A Company Limited 
Sydney, N.S.W. 


15th July, 1941. 
Dear Sir or Madam, 


Further to your application fo..................... Ordinary Shares in this 
Company, the Directors have allotted youu...................... Ordinary Shares of 
£1 each, and numbered..................... asnensiidid (both numbers inclusive). 

The amount f..........cc.cc0000 (Bocce onrnrf ee) allotment money is now 


due and should be paid on or before the 30th July, 1941. 
A share certificate covering the above number of shares will be issued 


at an early date. 
A Company LIMITED. 


Where no shares are allotted to a particular applicant a notification, 
called a Letter of Regret, should be sent. This letter should be sent 
direct to the applicant, or to his broker when the application was 
received from this source. A cheque covering the refund of the deposit 
paid by the applicant should be enclosed. 

After issue of the letters of allotment the next step is to prepare the 
share certificates. These are prepared by the secretary and should be 
checked carefully with the application and allotment sheets. They are 
usually printed in booklet form with perforated butts for recording the 
details. It is usually provided in the Articles that share certificates 
shall be issued under the seal of the company, and signed by a specified 
number of directors and perhaps countersigned by the secretary. In the 
case of joint holders of shares the certificate may be issued to either 
one of them. 

A copy of each class of certificate issued by a company must be affixed 
to the share register. Distinctive certificates should be issued for 
different classes of shares. 

The Act requires that a company shall issue a share certificate within 
two months after the allotment or transfer of shares. A certificate under 
the common seal of the company is prima facie evidence of the title of 
the holder to the shares. As it is not conclusive evidence a better title 
may supersede that given by the certificate. A certificate is really a 
declaration to all concerned that the person to whom it is made out is a 
member of the company. Below is an example of a share Certificate 
showing all the necessary details :— 

A Company LIMITED 


(Registered under the N.S.W. Companies Act, 1936) 
Capita £100,000—Orpinary SHares £1 each. 


SHARE CERTIFICATE—No. 1. 


hatch itched hihatiartitiiliphallilimetacanedsiaidesshehnsssbcaaie 
is the registered holder Of.........ccccccccscsesunsseneeee shares, 
numbered.......ccccccseee _ in A Company Limited. 
At the date of the issue of this certificate, the above 
shares were paid Up t0............c..000 per share. 
Issued under the Common Seal of the Company 
iaiiicceed LRAT 194...... 
The common seal was affixed 9. 
by order of the Board of } Directors 


Directors in the presence of: Seen ee eeeeeeeereceereeewarers 
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Once the certificates are prepared and signed the usual Practice is to 
forward them by post to the individual shareholders. It is advisable to 
use Registered Post to minimise the risk of loss. The shareholders 
should be asked to sign a receipt for the certificate, as under : 


SHARE CERTIFICATE RECEIPT—No. 1 


Received from A Company Limited, Share 
Certificate No. 1, for... shares, numbered 


It may happen that a share certificate is lost or inadvertently destroyed, 
and the Act makes provision for the issue of another in its place. It 
is provided as follows :— 

(1) Where a certificate, letter of allotment, transfer receipt or any 
other document of title to shares is lost, defaced or destroyed it shall be 
lawful for a company, on the written request of the registered holder, 
to issue a duplicate upon the following conditions :— 

(a) An advertisement shall be inserted in one daily newspaper in 
Sydney and in the Gazette, and when the registered office of the company 
is situated more than fifty miles from Sydney in addition in a newspaper 
published in the district in which that office is situated, containing par- 
ticulars of the lost document, and giving notice of the intention of the 
company at the expiration of twenty-one days from the publication of such 
advertisement, to issue a duplicate thereof. 

(b) The compafy shall require the applicant, and such other persons 
as it may see fit, to make a statutory declaration of and as to the 
circumstances surrounding the loss, defacement or destruction. 

(c) The company may require such indemnities, bonds or guarantees 
from the applicant or such other person as it sees fit to protect it from 
any claim or loss arising by reason of or incidental to the issue of such 
duplicate. 

(d) Any document issued shall bear endorsed on the face thereof 
the words “Issued in lieu of lost defaced or destroyed share certificate, 
letter of allotment or transfer receipt” as the case may be. 

(e) Within seven days from the issue of such substitute document the 
company shall file a copy of the said advertisement and details of the 
substitute document so issued with the Registrar-General. 

(f) All costs and expenses of and incidental to the issue of such sub- 
stitute document shall be at the cost of the owner of the lost document. 

(g) The provisions regarding advertisement and indemnities do not 
apply where a defaced document is produced for cancellation and the 
issue of a duplicate. 

A person on taking shares in a company undertakes to pay up to the 
full nominal value of shares. The directors are vested with the power 
to make a call, which is a demand on their part for a payment of portion 
of the uncalled capital. 

The directors’ power to make calls is one that can be exercised only 
on behalf of the whole company, and cannot be used for their own 
personal benefit. The directors must observe fully all the provisions 
in the Articles of Association relating to calls, as failure to do so will 
invalidate any call made. 

In one case before the Court, the directors made a call on all shares 
except their own, and the court held that this action was a breach of trust 
and ordered that the call on the directors’ shares be made. A call must 
not be inconsistent with the terms of the prospectus covering the offer 
to the public. 
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The Act allows a company to “make arrangements on the issue of 
shares for a difference between the shareholders in the amount and times 
of the payment of calls on their shares; if the Articles of Association 
so authorise. Also a company may accept from a member the whole 
or portion of his uncalled capital to be held on his behalf as calls in 
advance. Authority must be contained in the Articles of Association. If 
the Articles do not contain the necessary authority, and the directors 
wished to do any of the above acts, the provisions must be altered first, 
by special resolution. 

The Memorandum of Association may provide, or the Company by 
special resolution state, that any portion of its share capital which has 
not yet been called up shall not be capable of being called up, except in 
the event and for the purposes of the company being wound up. Any 
such provision is binding on the company, and no member is liable 
for calls on that portion of his capital, except in the event of liquidation. 
Such proportion of capital is termed “reserve liability.” 

A company is required to insert particulars of its calls in the annual 
return, as follows >— 


(1) Amount called up on each share. 
(2) Total amount of calls unpaid. 
(3) Total amount of calls received. 


It is advisable that full and detailed provisions relating to calls be 
contained in the articles, in order to avoid any confusion as to the 
limit of the directors’ powers. Typical provisions in the articles would 
be on the following lines :-— . 

(1) Directors may make calls from time to time, but the amount of 
the call is limited to one-fourth of the nominal value of a share. 

(2) No call shall be payable less than one month from the date of 
the last call. 

(3) At least fourteen days’ notice of the call, specifying the time and 
place of payment shall be sent to each member. 

(4) Joint holders shall be severally and jointly liable to pay calls. 

(5) Calls unpaid shall bear interest at the rate of 5% per annum on 
the due date to the date when the call is paid. The directors may waive 
this interest wholly or in part. 

(6) The directors may receive calls in advance and pay interest on 
such at a rate not exceeding 6% per annum, but the rate of interest 
may be increased with the sanction of the company in general meeting. 

(7) No member shall vote at a general meeting or participate in the 
distribution of dividends for any period during which calls on his 
shares remain unpaid. 

The directors’ resolution making the call must be passed at a properly 
constituted meeting, with the requisite quorum and notice. 

The resolution would be on the following lines :— 

“Resolved that a call of 5/- per share be and is hereby made on all 
the shares of the company; and that the call be payable on or before 
the 30th July, 1941, at the registered office of the company; and the 
secretary is instructed to issue notices of the call.” 

The date when the call is made is the date on which the resolution 
is passed. A call may be paid by instalments; the full amount being 
called up and the resolution stating the various dates on which the 
instalments are payable. 

Once the call is made, the secretary must issue the call notices. The 
notice should state the amount due and date payable and draw attention 
to any liability for forfeiture that may exist in the event of non-payment. 
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The notices should be numbered and entered in the Calls Journal in 
that order or alternatively in alphabetical order. 
A suitable ruling for a Calls Journal would be :— 
CaLts JOURNAL 


Ist Call of 5/- per share on 50,000 shares of £1 each 
Date of Resolution, Ist July, 1941; Date Payable, 31st July, 1941 
Directors’ Minute Book, Folio 10 














No. of | Share Name of Address of No. | Amount | Date | Amount Re- 


Call | Ledger} Shareholder Shareholder of of Call Paid Paid Arrears | marks 
Notice! Folio Shares 








Tr it tis tr 
| 
ie 
| 









































Within a short period from the due date of the call the secretary should 
make a list of those shareholders who have not paid. A letter should 
be posted reminding them that the call has been made and again requesting 
payment. The list should again be reviewed in another week or two 
and a letter sent to those who have still not paid, requesting immediate 
payment, and informing them of any powers of the directors to forfeit 
their shares. 

The right to forfeit shares must be expressly contained in the Articles 
of Association and can be exercised only in the event of a shareholder 
refusing to pay his calls. The directors may use their own discretion in 
deciding whether or not they will.forfeit shares, but any forfeiture made 
must be in the interests of the company. 

The procedure of forfeiture laid down by the Articles must be strictly 
followed otherwise the action of the directors may be invalid. Where 
shares have been wrongly forfeited the shareholder may claim on the 
company for restoration of his name to the Register of Members. For- 
feiture should be a last recourse as the directors should do everything in 
their power and within reason to compel the shareholder to pay. 

The effect of forfeiture on the company, is :— 

(1) It may dispose of the shares forfeited. 

(2) The money paid by the defaulting shareholder is retained by the 

company ; and 

(3) It may sue for any arrears, notwithstanding the forfeiture, if its 

Articles so provide; 
and on the shareholder :— 

(1) He has no further interest in the shares and they are no longer 

registered in his name; 

(2) He loses the money he has paid to the company ; 

(3) He is under no further liability in respect of the shares, but may 

still be sued for calls in arrears if the articles so provide. 


If after requesting payment the directors decided to forfeit the shares, 
a resolution on the following lines would be passed :— 

“Resolved that the 100 shares, numbered 1 to 100, registered in the 
name of James Brown, 72 Lucas Road, Burwood, are hereby forfeited 
for non-payment of a second call of 5/- per share which was due and 
payable on the Ist July, 1941, and of which notice, in accordance with 
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clause 50 of the Articles of Association, had been served on the share- 
holder.” 

It will be necessary for the secretary to advise the shareholder of the 
decision to forfeit his shares and ask for the return of his share certificate. 
The articles may give the power to the directors to cancel a forfeiture on 
such terms as they think fit, at any time before the company has disposed 
of the shares. 

One of the cardinal features of a limited liability company is the ease 
with which a transfer can be made as compared with a partnership. It 
is usual for the Articles to contain comprehensive provisions dealing with 
transfers; and a company may place any restrictions it desires on the 
transfer of its shares. Where a transfer is refused it is not likely that 
the Court will intervene where the directors have acted in the interests 
of the company ; but it has been decided that a company may be sued if a 
transfer is improperly refused. The Articles of one company contained, 
inter alia, the following clause restricting transfer at the directors’ 
discretion. 

“The directors may refuse to register any shares to a transferee of 
whom the directors for any reason whatsoever do not approve, and the 
directors shall not be bound to give any reason for any such refusal.” 

Where the shareholder wished to transfer all the shares covered by 
his certificate the usual procedure is for him to execute the necessary 
form of transfer and hand it together with the share certificate to the 
transferee, who also signs the transfer and lodges both documents with 
the company. 

In cases where the shareholder does not desire to transfer all his 
shares the question of “marked” or “certified” transfers arises. They 
are used also when the transferror transfers his shares to several trans- 
ferees. Marking a transfer is nothing more than a procedure to enable 
a transfer to be made without surrendering the share certificate. A 
marked transfer is accepted by the Stock Exchange. The marking can 
be made by means of a rubber stamp certifying that a share certificate has 
been lodged with the company, and should be signed by the secretary. 

A company may provide a specified form of transfer in its Articles. 
Table A gives a form of transfer which is to be recognised as a proper 
instrument in all cases :— 





Hiseiasstacdeitinssascraniiitinaneasioipitaaccuaiieieaiadaaal (hereinafter called the transferror) 
© ELSE ae RS in consideration of the sum o................. 
‘isiiniiieni sign jainasionieaisiviil ke gS ek 
iii schresteherdeslasasei ei iaiteiianichgiaadiematibapvedae (hereinafter called the said 
transferee) do hereby transfer to the said transferee... 
shares numbered...........0.........c0cs00000 Wi csieastinsbitescnteioubttd in the undertaking 


called A Company Limited to hold unto the said transferee subject to 
the several conditions on which I hold the same AND I, the said 
transferee, do hereby agree to take the said shares subject to the 
conditions aforesaid. 

As witness our hands the...........cccccsssnsseeneeen | EERE SREY Seeyaren 


in the presence of : 


Signed by the said transferror } 





(Transferee) 


Signed by the said transferee 
in the presence of : } 





~~ w4 oe ee oe 
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When the transfers are received the secretary should see that they are 
in order, with regard to the form of the transfer and a comparison of 
the transferror’s signature with his specimen signature. Quite often 
specimen signatures are not kept, but a comparison can be -nade by 
reference to the share applications. The transfers should be numbered 
and entered in the transfer journal. In the case of a small company 
with few transfers a journal is not an absolute necessity, and in these 
cases the transfer forms themselves, bound together, can be made to 
serve the same purpose. Below is a simple ruling of the transfer 
journal :— 


TRANSFER JOURNAL 





No. of Date Date of Name of Share Reg. Name of Address of | Share Reg. 
Transfer | Lodged | Approval | Transferror Folio Transferee Transferee Folio 















































Distinctive a of New 





No. of Shares Amount Paid Chairman's Remarks 
Transferred Up per Share Signature 
From} To Trans- | Trans- 
ferror feree 















































After writing up the transfer journal the secretary will submit the 
transfers to the board for their consideration. If approved by the 
directors new certificates must be sent to the transferror (where he has 
not transferred his complete holding) and to the transferee. The 
approval of the transfers is given by a resolution which will be on 
similar lines to the following :— 


“Resolved that transfers numbered 10 to 22 (inclusive) shown 
in the transfer journal folio 3 signed by the chairman of this meeting, 
be and are hereby approved and the secretary is authorised to prepare 
the new share certificates.” 

The transfers, together with the old share certificates, should be 
d. 


Such serious results can arise from the forgery of a transfer that 
the secretary, if he has the slightest suspicions, should place all the 
facts before the directors, who should deal with the matter immedi- 
ately, in an endeavour to establish whether or not the transfer is valid. 
Where a company on the strength of a forged transfer issues a certificate 
to Jones saying that he is the holder of shares, when in fact they belong 
to Smith, then the latter as the lawful qgwner can compel the company 
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to restore his name to the register of members. If Jones had sold the 
shares to Brown, who purchased them in good faith relying on the 
certificate issued to Jones, then the company is liable to Brown for 
damages, as well as being under the obligation to restore the name of 
the rightful holder, Smith, to the register. The company may recover 
the damages it pays to Brown from Jones, who has no title to the shares. 





Building a Loyal Staff 


By R. A. HICcKIN, A.L.C.A. 


In the June issue of the journal an introductory article on this subject 
appeared, entitled “Questions and Answers on Employment policy,” 
which sought to ascertain who, in any given organisation, is best quali- 
fied to be entrusted with the direction of personnel work, and what 
‘methods should be employed. In that article it was not possible to treat 
of the subject in detail, and it is now proposed to provide an extensive 
‘survey of methods and practices which have yielded results where thcy 
have been employed, so that those who have hitherto gained little or no 
knowledge of modern staff work may learn the possibilities that lie in 
the careful selection and training of employees. 

The adjective “loyal” rather than “efficient” has been chosen delibe- 
rately. It is loyalty that should be the keynote throughout all staff 
work; efficiency follows from loyalty, but men may be coldly efficient 
without having the interests of the business at heart. Loyalty carries 
with it the idea of co-operation, of team-work, of the “little extra” that 
special circumstances sometimes demand. Let the cry be for efficiency, 
by all means, but let the theme of all personnel contacts be loyalty, and 
in most cases the result will not be disappointing. 

In any fundamental enquiry into employment problems, the first 
consideration is as to policy. What is to be the firm’s attitude to its 
employees? Are they to be regarded as efficient automata or co-operating 
individuals? The attempt may be made to evade this question, but it 
is one of the utmost urgency, and on its answer may well depend the 
failure or success of the entire concern. 


THE SPECTRE OF MISTRUST 


A fair judgment of industrial history, in modern times, would run 
somewhat as follows: through mutual mistrust employers and employees 
have gradually allowed their own interests to erect a wall between them, 
which has effectually dammed up sympathy on each side, to the detri- 
ment of the human contacts between them. For his own protection, 
because he is in the less favourable position, the employee has found 
it necessary to form closer ties with others of his class, so that their 
united voices might be used in bargaining with the employer. The 
growth of trade unionism has unquestionably conferred unique benefits 
on those whose single voice would have failed to secure improvements 
in conditions and redress of injustices. The power of trades unionism 
is that it gathers up the sentiments and aims of vast numbers of people 
and it speaks with the voice of thousands when it meets the employers 
for discussions. This growing strength of the worker through his unions 
has in turn inspired the employers with fear of their own security 
against such power as the unions wield, and for their greater protection 
they have joined forces in thejr federations, thus. widening the breach 
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still further. A fair-minded spectator must deplore both tendencies 
equally, because the only result can be a sort of legalisation of enmity 
between employer and employee—a condition that is fatal to success. 
The further the individual retires behind the protective wall erected 
by his class the greater does the difficulty of establishing the employ- 
ment contract upon a friendly footing become. But until the fear of 
being “taken in” is removed the barriers will remain. In the past 
employers have too often been unfair, dishonest, overbearing, and 
workers have not been slow to impede the progress of the employer’s 
affairs by every trick and subtlety that would pass without detection. 
It is reasonable to maintain, viewing the world from the economic angle, 
that true progress can come only from co-operation, rather than from 
competition. This is also true of the narrower field of human relations 
in industry. 
PLANNING THE APPROACH 


So much for policy. How is this policy to be implemented? This is 
the first question that faces the personnel executive. Broadly, the 
question may be answered by q general statement that in every contact 
with applicants or employees the emphasis should be upon co-operation 
and loyalty, worker to firm and firm to worker. If it can be established 
firmly in the mind of every person on the payroll that the company’s 
intention is to advance him according to his capacity by every means in 
its power, and reward him adequately for his work, the first great step 
has been taken in building a loyal staff. If it can be further demon- 
strated that this employee’s whole-hearted co-operation with all other 
members of the staff will bring not only success to the business but 
contentment and recognition for himself and his fellow-workers, the 
greatest difficulties in personnel administration will have been over- 
come at the outset. 

The above is the general answer to the question, “How is a wise 
employment policy to be implemented?” As a rule for general guidance 
it leaves nothing to be desired. But a more practical exposition of the 
work of employee selection and oversight is required, once the principle 
of humane-ness in industrial relationships has been granted. 

In a very large organisation an elaborate personnel department may 
be built up, which would more than repay the company for the expense 
of its upkeep. There would be scouts constantly on the outlook for 
desirable employees, a staff of interviewers to meet new applicants, 
and a large training staff and supervisors to handle the training and 
installation of those selected for positions. This is the generally accepted 
outline of the complete personnel department. What Australian business 
men should grasp is that, though the scheme may be far ahead of the 
limits of possibility in the particular concerns in which they are in- 
terested, the functions of the personnel department should be constantly 
exercised by one or more executives, even as a part-time occupation 
along with other duties. Perhaps the time will come—some of us have 
a buoyant confidence that it will come—when Australian industry will 
rise from its too-frequent and common apathy in such matters, and strike 
out on a bold and enlightened policy. For the present it is left to isolated 
companies to show the way, much as it was shown twenty years ago 
in América, so that others may reap the benefit from the courage of the 
pioneers. 

THE PERSONNEL Scout 


_. The first principle of successful staff work, then, is scouting. The 
idea that lies behind this principle is that if a company wishes to ensure 
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that it has the best, most loyal and capable staff possible, it must go 
out and look for the kind of men it wants, when there are vacancies to 
be filled, rather than wait for men to apply, or try to get the right man 
from a group of applicants to an advertisement by sorting through a 
number of unsatisfactory people first. There are times when it is 
necessary to fall back upon the newspaper, for it certainly covers a wide 
field, and, in an emergency, may yield good results. But by far the 
best method of obtaining replacements is to have a waiting list compiled 
as the result of personal contacts already made. This has already 
received some consideration... Where manual workers are needed, the 
personnel executive will try to determine where they are likely to fore- 
gather, and then have some suitable member of the staff, with the 
requisite training, go there in an informal way and get to know some 
of the men in his capacity as a representative of the company, with the 
object of creating goodwill among those from whom it is desired to 
obtain the men required. Or arrangements may be made for a sports 
team from the works to run a series of challenge matches throughout 
the district, to popularise the firm’s name and to give the personnel 
men frequent opportunities of meeting workers who might later become 
applicants for employment. At such gatherings no opportunity should 
be lost of putting the company forward in an attractive light in order 
to draw interest. In the case of office workers, the training colleges, 
lecture halls, libraries, and places of a similar nature should receive 
frequent visits from friendly representatives of the personnel depart- 
ment. When outside salesmen are required, the lounge of the reputable 
hotels at which they usually stay are their common meeting-place and 
the seemingly-casual visitor could often get in touch with the kind of 
men he wants by attending such places. What matters is that the com- 
pany should take the initiative and go out after its employees in order 
} both to fill present vacancies and build a wide acquaintance among the 
kind of people it wants to employ. 

















































LaBouR TURNOVER 

Whether it is vitally necessary to maintain the extensive coverage 
suggested above depends very largely upon the success or failure of the 
company in other aspects of personnel administration. Before expen- 
sive schemes for such personal contact on a large scale are embarked 
upon a careful enquiry should be made into labour turnover to deter- 
mine whether, the number of employees who leave the establishment 
bears a satisfactory relationship to the total number on the payroll, over 
a period of, say, twelve months. Where it is found that the percentage 
is high, enquiry should be made as to the cause. Is it that the company, 
for personal or economic reasons, is unable to hold its employees? Or 
does it indicate that the methods of staff selection and placement are 
faulty and need overhaul? Labour turnover is an important index to 
the personnel policy of the company. The usual formula for calculation 
of labour turnover, for comparison with other concerns and with past 

periods, is 
number of employees left 
total number of employees 
This gives a definite percentage which is often very illuminating. 
In a concern where the work is constant, not affected by seasonal 
factors, and where the personnel work is capably administered, whether 
by departmental heads or by a central personnel department, the labour 


1. The Australian Accountant, June, 1941, p. 267 et seg. 
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turnover should be very small indeed. There are other definitions of 
labour turnover than that covered by the above explanation, but for the 
usual purposes it may be regarded as stated. The aim of personnel 
administration should be, among other things, to keep labour turnover 
to an absolute minimum. Where a concern rarely loses an employee it 
may justifiably feel that it is giving its staff reasonably good conditions 
and security; provided, of course, that discipline and good work are 
maintained, and that the retention of workers over long periods does 
not indicate lax administration. 

Under modern conditions the unions deal with most grievances, 
resulting in strikes and lockouts when all employees cease, temporarily 
at least, their association with the business. Where the company is 
administered wisely, however, its liberal attitude to problems as they 
have arisen in the past will have prepared its employees for a more 
satisfactory approach to their grievances, when they occur from time to 
time. Facilities within the organisation itself will provide a ready means 
for the prompt and just trial and examination of all matters raised 
either by the company or the workers, so that confidence will be bred 
in the latter, to know that a fair hearing will be given as a matter of 
course, rendering a report to the unions unnecessary. 

So much, at this stage, for the interesting question of labour turn- 
over. It is in its relation to the necessity for maintaining contact with 
potential sources of labour supply that our present discussion is con- 
cerned. What emerges from the discussion is a clear realisation of the 
important fact that capable administration of personnel problems almost 
eliminates the necessity for extensive scouting for the purpose of con- 
structing a waiting list of applicants. But in a comparatively new 
business, without traditions and background, it is certainly safer to 
build up such a list, at least in the first instance, to ensure adequacy of 
proper labour supply until the organisation has found its feet. 


THE Poticy In PRACTICE 


Before dealing, in the next article, with methods of staff selection and 
kindred matters, it is proposed to proceed further with the question of 
policy with which the present discussion opened, but from the more 
practical aspect which confronts the scout or the personnel manager. 
What has he to offer prospective employees? It is not enough to be 
able to tell applicants or acquaintances that the management is “decent,” 
the pay based on the award applying in the industry, and the present 
employees nice fellows to work with; all this can be said by most com- 
panies and employers generally who take any intelligent interest in 
personnel administration. 

Undoubtedly, to build on a good foundation, the individual who 
contacts the prospect on behalf of the company must “sell” the com- 
pany, its history, traditions, and prospects, to the enquirer. In other 
words, he should be able to point to figures showing good solid progress, 
or, in the case of a new business, solid and reputable backing; he 
should, in the case of an established concern, be in a position to draw 
the applicant’s attention to some other man, known to both of them, 
who is happily employed in the service of the company, earning at least 
as high a wage as he could get elsewhere, and finding in the work he is 
doing, or in the opportunities it affords, means of gratifying his own 
ambitions and using his talents to the greatest extent possible. He 
should have readily available, reliable statistics, capable of easy inter- 
pretation, of the company’s history and undertaking, to back up what- 
ever he may say in praise of its organisation and progress. In short, 
D 
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he must know thoroughly what he is to say and how best to convey to 
the other a sense of the prestige, strength and good management of the 
company he represents. 

So much has already been written? on the kind of relationship that 
ought to subsist between employer and employee, on the attitude each 
should adopt towards the other, that it is unnecessary to pursue the 
subject any further at this stage. It will be of interest, however, to 
apply the understanding of policy already arrived at to a still more 
practical question, that of wages. 

In Australia the general level of wages and the remuneration for 
specific work is fixed by the Courts, so that, at all events, no employer 
may pay his workers less than the award for his industry. This is a 
protection which is due the worker, and it ensures every family sub- 
sistence, though on an unimposing scale. It remains to ask whether 
progressive management of the modern enterprise is content to take 
advantage of what the court has provided and pay only the award rates 
appertaining to the duties performed on its premises. It is contended 
that this neither does full justice to the worker himself nor to the com- 
pany or individuals which employ him. 

Why should the workman have to sell his only commodity, his own 
labour, at what is, when all is said and done, a mere pittance? Why 
cannot industry rise to the conception of providing a greater incentive 
and a more worthy reward? The only force which is adequate to raise 
the standard is the force of public opinion, and although, in Australia, 
the living conditions of the masses are on a higher level than in many 
other countries, this must be threadbare comfort to the general run of 
workmen on the lower grades. It is contended that industrial peace, 
which is as far off to-day as it was ten or fifteen years ago, depends upon 
something more substantial than the fixing of a minimum wage below 
which employers will pay at their peril. The award is necessary, but it 
should not be regarded as mandatory except as regards the provision 
of a minimum rate. 

It might be asserted that the above is a fair argument from the point 
of view that the worker is a man with responsibilities just as great as 
those of higher-paid employees and executives, but that its application 
to industry would spell financial ruin. It is questionable whether this 
is really so. At all events it may be stated as a fact that the adoption by 
an individual company of a more liberal scale of payment for its 
employees woyld do much to increase interest and efficiency, and there- 
fore make for greater return from the business which would in most 
cases much more than pay for the higher wages bill. The principle of 
paying above the award could be followed without laying management 
open to a charge of undue liberality; a small amount above what he is 
legally entitled to increases a man’s self-respect and consequently his 
value both to his employer and the community at large. Also it liberates 
something in the man’s personality which makes him take a deeper 
interest in his work because it is worth more to him than he could get 
elsewhere. It may be assumed, with almost perfect safety, that employers 
generally will tend to pay their continued respects to the wages levels 
fixed by award, so that those of a more liberal outlook will reap the 
benefit of a policy based on common-sense appreciation of the personal 
factors involved in the employment contract. 


2. For earlier articles in this series on industrial relationships, see The Australian 
Accountant for January, April, May, June and July, 1941. 
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Stock Exchange Requirements as to Articles of 


Association of Trading Companies 
By P. HoskING, F.I.C.A. 


The official list requirements of most Australian stock exchanges 
contain matters of great import to all accountants and secretaries. 
Solicitors drawing up articles of association invariably embody stock 
exchange requirements so that, if a company should at any time apply for 
listing, its articles will not require amendment. 

Two points stand out as worthy of consideration :— 

(a) Sale of forfeited shares. 

(b) Unclaimed dividends. 

On the first subject, the stock exchange requirement is— 

“In the event of any shares being forfeited, and sold within twelve 
months, any residue, after the satisfaction of the unpaid calls and 
accrued interest and expenses, shall be paid to the person for- 
feiting, his executors, administrators, or assigns.” 

This requirement, in common with many others, is intended to give the 
minimum protection to shareholders of listed companies, and should be 
read in conjunction with the provisions of the Act under which the 
company is incorporated. Companies Acts vary in all States and the 
remarks following are based on the law in Victoria—contained in the 
Companies Act 1938. 

The Act itself has no reference to forfeited shares or the sale of them. 
It does require the total shares forfeited to be stated in the annual return 
(Section 108 (3) (i)); and it does permit share capital to be “dim- 
inished” by the cancellation of forfeited shares—Section 51 (1) (e). 
Those are the only references to the forfeiture of shares in trading 
companies incorporated under Part I of the Act. In Part II of the Act, 
precise information is given regarding forfeiture of shares in mining 
companies and the sale of such forfeited shares. Section 443 is so definite, 
and its operation is so well known, that nothing need be said of it here. 

It is obvious, therefore, that the Act regards the machinery of for- 
feiture of shares in trading companies as being best contained in the 
articles of association. Table A of the second schedule to the Act contains 
the following regulations as to forfeiture of the shares of a trading 


company :— 

Regulation 23. 
If a member fails to pay any call . . . on the day appointed . . . the directors may 
... serve a notice on him requiring payment . . . together with any interest 
which may have accrued. 

Regulation 24. 
The notice shall name a further day (not earlier than . . . fourteen days from 
the date of notice) on or before which the payment . . . is to be made, and shall 
State that in the event of non-payment ... the shares . . . will be liable to be 
forfeited. 

Regulation 25. 


If the requirements of any such notice are not complied with, the shares .. . 
may be forfeited by a resolution of directors to that effect. 
Regulation 26 
A forfeited share may be sold or otherwise disposed of on such terms and in 
such manner as the directors think fit and . . . forfeiture may be cancelled. . . . 
Regulation 27. 
A person whose shares have been forfeited shall cease to be a member in respect 
of the forfeited shares but shall notwithstanding remain liable to pay to the 
company moneys ... payable . . . in respect of the shares but his liability shall 
a if ... the company receives payment in full of the nominal amount of the 
shares. 
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Regulation 28. 
A statutory declaration . . . by a director . . . that a share has been forfeited 
. shall be conclusive evidence. ... The company may receive the consideration 
. on any sale and may execute a transfer... . 
Regulation 29. 
The provision of these regulations as to forfeiture shall apply in the case of 
non-payment of any sum .. . whether on account of the amount of the share or 


by way of premium... . 

Prior to the Companies Act 1938, the articles of association of most 
companies embodied these regulations, often at greater length, but, in 
general, giving the same result. It is clear that no refund to the defaulting 
shareholder was ever contemplated. Most forfeitures will occur during 
the early stages of a trading company’s existence. Applicants find them- 
selves unable to pay calls, and with considerable reluctance, directors 
forfeit the shares and re-allot to other applicants. Once a trading com- 
pany is established, it is unusual to find forfeitures in subsequent issues 
of shares. It is conceivable that, in a first issue, quite a number of shares 
may be forfeited and then re-allotted in the ordinary course of the issue. 
The accounting for these transactions used to be quite straight-forward 
and an original applicant for shares might very well receive shares which 
had been forfeited by some prior applicant. In a word, forfeited shares in 
a trading company were no different from any other unissued shares in 
the company. An illustration will make this clear— 


ILLUSTRATION 
Part A. 
The Directors of a trading company resolve to forfeit 1,000 shares for 
non-payment of the first call. The facts are— 
Nominal Value of each share, £1. 
Application and allotment moneys paid in full, 5/- per share. 
First Call, 2/6 per share. 


Journal Entry 
eee Gee ow aw GY £1,000 
See tas hs R's OE £125 
—— i (ke ees 625 
» Capital Reserve .. .. a 250 


For 1,000 shares (distinguishing n num- 
bers, etc., as per schedule) forfeited 
for non-payment of first call. 
(Minute Book fol. 347). 


Part B1. 
One month later the shares are re-allotted to other applicants to the 
issue, in terms of the prospectus: 2/6 per share with application, 2/6 


per share on allotment, and one call of 2/6 per share due one month 
after allotment. 


Journal Entries 


Ceenens Gets 4.02 wc sw se ewes De©6= 

To Unissued Shares .. .. .. .. .. Cr. £1,000 
Applications and Allotments .. .. .. Dr. 250 
First Call .. .. agai Is 125 

To Uncalled Capital act Cr. 375 


For 1,000 shares (distinguishing 1 num- 
bers, etc., as per allotment sheet) 
allotted this day. (Minute Book fol. 351.) 
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ES ee A 
ne gk re ie 125 
EE a a On oe rs ct A ee 

£375 


This was the common method of accounting, and it obeyed the law 
in every respect, unless the articles of association contained provisions 
differing materially from those in the regulations of Table A. 

Of course, it was possible to re-allot forfeited shares at a discount, 
provided the discount was not in excess of the reserve created by the 
forfeiture. This is an aspect of company book-keeping which is con- 
tinually being given prominence in the book-keeping papers of 
accountancy examinations, but it is relatively unimportant in practice. 
However, the entries may bg shown by an alternative course adopted 
thus— 


Part B.2. (Alternative to B.1.) 


One month after forfeiture, the shares are re-allotted to other appli- 
cants on the following terms :— 

As paid to 7/6 per share (application and allotment moneys 5/-, first 
call 2/6) for a cash consideration of 6/- per share. 


Journal Entries 
SD ox as os oy aeane ot ee, ~ ee 
To Unissued Shares .. .. .. .. .. Cr. £1,000 
Applications and Allotments .. .. .. Dr. 250 
First Call .. . Se 6 3% ia Oe 125 
To Uncalled Capital . nein Cr. 375 


For 1,000 shares (distinguishing 1 num- 

bers, etc., as per allotment sheet) 

previously forfeited and now re-al- 

lotted as paid to 7/6 for a cash con- 

sideration of 6/- per share. 
Capital Reserve .. . in, a 75 

To Applications and Allotments .. Cr. £75 
Discount of 1/6 per share recouped 

from the capital reserve which re- 

sulted from forfeiture dated........ 

Cash ental Journal 


ng da and Allotments .. .. . ——aTs 
First Call . Whee wales Weowecer-se eelepcanwet “fe 
£300 


In Part A. and Part B.1, £250 at the credit of the capital reserve (of 
recent years, the term “Forfeited Shares Reserve” has been largely 
discarded) was not available for dividend, but could be used to write 
down the costs of the issue, preliminary expenses, commission on shares 
and so forth. In Part B.2, the position was similar but the amount of 
the capital reserve naturally became £175. 

Accounting for forfeited shares is now changed in all cases where 
articles of association of a trading company comply with the require- 
ments of a stock exchange. Part A. of the illustration will have to be 
treated thus— 
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Journal Entry 


See rrr | £1,000 
 .  . eee. 2 £125 
mG Pe eee a 625 
» Defaulters’ Trust A/c. ae PP 250 


For 1,000 shares (distinguishing num- 

bers, etc., as per schedule) forfeited 

for non-payment of first call. Appli- 

cation and allotment moneys have 

been credited to a trust account pend- 

ing re-allotment of the shares. 

Part B.1 would be unaltered as to entries in both the General 
Journal and the Cash Receipts Journal. Cash Payments Journal would 
record the refunds to the former shareholders. Disregarding interest on 
the call moneys unpaid, and the expenses of the Company in respect 
of forfeiture, the entry, in total, would be— 


Cash Payments Journal 
Defaulters’ Trust Account .. .. ree 
Part B.2 likewise would be altered in order to comply with the pro- 
visions of the articles of association embodying the stock exchange 
requirements. The last entry in the General Journal will become— 


Defaulters’ Trust Account .. .. .. .. Dr. £75 
To Applications and Allotments va ae £75 
for the discount 
Cash Receipts Journal will be unaltered. 
Cash Payments Journal will record the refunds to the shareholders 
who forfeited—disregarding interest and expenses, the total amount of 
the refunds will be £175. 


Cash Payments Journal 


Defaulters’ Trust Account .. .. »o £875 

Thus the particular article concerned tas been “obeyed. ‘In Part B.1, 
the forfeited shares are sold for £375; the calls for which they were 
forfeited amounted to £125; and the refunds to the members forfeiting 
aggregate £250. In Part B.2, the amounts realised are, in total, £300; 
again the calls are deducted (£125); and £175 is refunded to the 
defaulters. The title “Defaulters’ Trust Account” is merely a suggestion. 
It could be “Forfeited Shares Trust Account,” or “Capital Suspense 
Trust Account ;” any reasonably clear title would do. 

There has been very little recent practice in connection with forfeited 
shares owing to the war-time restrictions on capital issues. It would 
appear, however, that when normal peace-time conditions return, account- 
ants will use the methods outlined above. Of course, it may be found 
more workable to use the same system as that employed for forfeiture 
of shares in mining companies. That system is based on forfeiture 
without any actual transfer to Unissued Shares Account. The stock 
exchange requirement has the effect of making the procedure for trading 
companies practically the same as that laid down by the Act for mining 
companies. It must be borne in mind that, in trading companies, the 
articles of which comply with the requirement, if sales of forfeited shares 
are effected later than one year after forfeiture, the old method of the 
capital reserve is quite in order. 

With regard to the second subject, unclaimed dividends, the stock 
exchange requirement is— 
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“Unclaimed dividends shall not be forfeitable.” 

On the general subject of moneys payable by and to a company, it is 
interesting to note the direct references in the Companies Act, 1938 
(Victoria). Section 20 (2) enacts— 

“All money payable by any member to the company under the memorandum or 

articles shall be a debt due by him to the company, and shall be of the nature of 

a specialty debt.” 

All applications for shares are under the memorandum and articles, 
and therefore it may be said that allotment moneys and calls are specialty 
debts which would not become statute-barred for fifteen years. 

Section 285 (1) deals with unclaimed moneys in the hands of liqui- 
dators. The Section provides— 

Where a liquidator . . . has 

(a) any unclaimed dividend or moneys . . . for more than six months . . .; or 

(b) after making a final distribution, any unclaimed or undistributed moneys 

arising from the property of the company— 





he shall forthwith pay those moneys to the . . . “Companies Liquidation 
Account... 

Section 285 (8), still dealing with liquidators, states— 

“Any unclaimed moneys . . . shall, on the lapse of six years . . . be paid into 


the consolidated revenue.” 
There is no question of debts being statute-barred in this connection. 
The position is set out clearly and a liquidator is under no misapprehen- 
sion whatever. 

Sections 573 to 583 (both inclusive) constitute Part V. of the Act, 
and that part is concerned specifically with “Unclaimed Moneys.” Section 
573 defines “unclaimed moneys” as— 

“All principal and interest money and all dividends bonuses profits and sums 

of money whatsoever which have become legally payable by a company to the 

pwd wc but the recovery whereof has been or may be barred by operation 
It is evident that Part V. of the Companies Act, 1938, applies only to 
moneys the right to recover which has become barred by statute. In 
Victoria simple contract debts are barred after a lapse of six years; 
specialty debts are not barred until the expiration of fifteen years. There 
seems to be some doubt as to whether dividends are simple contract debts 
or specialties. Section 20 (2), quoted above, is clear as to instalments 
on shares owing by members to a company ; they are specialty debts. The 
Act is silent on the subject of dividends owing by a company to its 
members. However, the consensus of opinion is that they are simple 
contract debts. Consequently, the remarks following are made on the 
assumption that dividend moneys are statute-barred six years after the 
date on which they were forwarded to members. 

In the past, it was not unusual to find a provision in the articles of 
association of some companies to the effect that, if any dividends were 
unclaimed after the lapse of three (or four, or five) years, the directors 
had power to forfeit them to the company. Part V. of the Act implies 
that any company to which the Part applies must hold moneys unclaimed 
until they are statute-barred, and then deal with them as the provisions 
of the Part require. There is a distinction between unclaimed amounts 
to be held and unclaimed moneys to be paid to the Treasury. Moneys 
must first be held until claims are barred by operation of law (that 1s, 
on the lapse of six years) ; then they become unclaimed moneys within 
the meaning of Part V., and only then are they entered in the Register 
of Unclaimed Moneys mentioned in Section 574. In the next following 
January, a copy of the Register must be advertised in the Government 
Gazette, and two copies of the Register must, during that month, be 
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lodged at the Registrar-General’s Office. Section 575 states the law. 
If any of the items in the Register are still unclaimed one year later, 
they must be paid to the receiver of revenue in Melbourne, to be 
placed to the credit of the Unclaimed Moneys Fund. Then after the 
lapse of a further six years, if no claimants have been paid, the moneys 
are paid into the consolidated revenue. 

The type of article which prevented unclaimed dividends from becom- 
ing truly unclaimed moneys was always frowned upon by accountants 
and by the stock exchanges. It was generally thought to be effective as 
an evasion of the law, but it was regarded as being distinctly against the 
spirit of the Act. However, in 1932, a Supreme Court judgment was 
given (the case was decided in chambers) that a somewhat similar clause 
in articles of association was inconsistent with Part V. and was therefore 
invalid. In re B.A.W.R.A. Ltd. (in liquidation). At all events, the 
stock exchange requirement now removes any doubt on the subject; if 
a company seeks to be listed, it must not offend the provisions of Part 
V. by any evasive article. 

Only two of the many requirements have been considered. The stock 
exchange official list requirements are worthy of careful perusal by 
accountants, particularly those who act as secretaries to public companies 
not yet listed on a stock exchange. 








Sales and Distribution Costing 
By Lestre W. IRwIN, A.F.I.A., A.C.A.A., A.A.LS. 


The application of the principles associated with the distribution of 
expenses in the fields of Selling and Delivery is of recent innovation, 
as the industrial spheres of production activity have been the focus points 
of the cost accountant’s attention in the past. 

The expenditure incurred in the functions of Sales and Distribution 
are of no less importance, and ultimately lessen the margin available 
as profits. The control of this expense is equally necessary if an 
efficient organisation is to be built up and maintained. 

Any work undertaken in this phase of costing has been of an 
incomplete nature. The aim of those concerned has been the solution 
of a particular problem, rather than the study of the subject in its 
entirety. Two principal classes of costing have evolved from the data 
and information available. 

CUSTOMER AND Propuct CosTING 

The Functional Unit Costing of Selling and Delivery is classified as 
being : 

(1) Customer Costing, where it is desired to classify expenses and 
costs according to the particular customers or groups of 
customers. 

(2) Product Costing, which aims at the ascertaining of costs 
associated with individual products or groups of products. 

Neither method can be said to be applicable to certain industries, as 
it is only by the consideration of the aims to be attained that the type 
to be used can be determined. 

If it is desired to know whether orders under a certain value repay 
the costs of solicitation and handling, we may obtain this by classifying 
our expenses under the Customer Cost method, whereas if we desire 
the knowledge of what particular items or products are profit-earners, 
Product Costing would appear to be the method to be used. 
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In order to allocate expenses, it is necessary to classify the activities 
connected with the functions of selling and delivery. 

In some cases classifications must be somewhat arbitrarily fixed, 
because the functional units of measurement do not readily lend 
themselves to the isolation and classification as with the operations 
associated with a factory. Thus the determination of the units of 
measurement must be classified only after careful study of the functions 
involved. 

Four elements enter into this analysis of functional activities and 
may be cited as: 

(1) Type of business. 

(2) The aim of the system, e.g., by class or customer or by product. 

(3) The recognition and segregation of the functions involved in 

expense classification. 

(4) The functional units to be used. 


The decision to use Customer or Product Costing will influence the 
manner of approach to the latter elements, as they may be said to be 
dependent upon the type of costing in use. For example, the functional 
unit to be used in the Product Costing would, in the case of delivery, 
be the weight volume handled, whereas in Customer Order Costing 
the factor would be the number of orders, so that it may be seen that 
the expense classification may involve two aspects of allocation. 

CusTOMER COSTING 

This class involves the allocation of expenses into phases of activities, 
termed functional units, which are arranged in such order as is necessary 
for the attainment of the object in view. 

Such units may be a single performance, or a related group of 
performances, which can be measured. 

The following sections will denote the scope of this classification, and 
the different types of data which will be necessary in order to arrange 
the groupings: 

(1) Individual Customers: This will include both large and small 
customers, irrespective of size, and the result may be compared 
with the obtaining of an average cost per customer. 

(2) Customers grouped according to the size of the account, e.g., 
under £10, £11-£20, £21-£30, etc., and the data so obtained may 
be used to determine the relative costs and advisability of 
handling certain accounts. 

(3) Individual Orders: This classification would determine the cost 
handling orders irrespective of the amounts of the accounts 
involved and would reveal the cost of handling orders. 

(4) Territorial Classifications: This class may be further sub-divided 
into States, towns, rural and provincial, cities and, if necessary, 
urban areas. 

The data under this classification would show the costs of 
orders in various localities. 

The determination of the units to be used in the allocation of expenses 
depends upon the physical factors involved in the sale and delivery of 
the product. To illustrate : 


Function Factor of Allocation Amount Unit Cost 


Order Taking: 
Personal calls. No. of personal calls, 6 £60 £10 


Phone calls. No. phone calls, 4 20 5 
Packing: 
Loading. Volume loaded (Ibs.) 100 £100 1 


Distribution by order size. 
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To explain, taking the item, personal calls, in the function order 
taking, we will assume that the number of personal calls (6) cost 
approximately £60, including all expenditure involved in getting the 
order, and the nature of which would be travelling expenses, mileage, 
entertainment expenses, and the like. 


Propuct CosTING 


The basis of allocating expense under this type of costing is dependent 
upon the product or classes of products of the organization concerned. 

If the firm markets only one product, the allocation is relatively 
simple, but where a number or variety of products is marketed many 
problems arise. 

In a factory, the identification of expense concerned with more than 
one class of product can be segregated and classified readily, but the 
apportionment of expense incurred in the sale of several classes of 
products must necessarily lead to arbitrary divisions. In this respect 
the problems associated with Product Costing are akin to those of 
joint costs, similar to those encountered in the manufacture of goods, 
where a single material yields a group of products, at a point of split-off. 

Of a similar nature is that occasioned where the salesman must 
necessarily render some service to the customer, or where he is engaged 
in unproductive calls, which fall into the category of “promotional 
work.” In fact, a salesman’s time is never fully utilised in just order- 
taking, and often a considerable amount of “paving the way” is 
necessary. 


Is Ir WortH WHILE? 


A factor always to be considered, in dealing with the extension of 
activities of this nature, is whether it will cost more than it is worth. 
This consideration is nearly always paramount, before the installation 
of any system. 

The benefits to be gained from the procedure described may be listed 
as being: 

1. The knowledge of marginal costs of the extension of territory, of 
engaging another salesman, of entering into a campaign, of being 
able to discriminate in prices in order to make fuller use of the 
plant, should outweigh any additional costs involved. 

2. The gain of being able to ascertain as to what accounts are 
profitable and payable to handle, and the surety of having available 
data relating to the various classes of accounts, either in size of 
order or size of accounts, assist in the efficiency of the organisation. 


At the present time, price discrimination may lead to an organisation 
being liable to convince the Prices Commissioner of the bona fides of a 
transaction, and having available figures is desirable. 

The relevant statistics and their collection play an important part in 
the efficiency of a costing system, and in this field the growth of this 
phase of accountancy will lead to more interest being taken in Sales 
and Distribution Costing. 
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Costing—Co-ordination and Overhead 


By Harotp B. WILLIAMSON, A.I.C.A. 


It has been authoritatively stated by a United States Government 
Committee, as lately as the period subsequent to the depression, that 
the probability is that the ratio of Industrial Manufacturing concerns 
which have gone in for efficient costing is one in ten. 

This is a position which requires close examination and may have its 
foundation in the fact that there is a decided lack in the recognition of 
the necessity for services of a costing consultant at the inception of the 
enterprise. 

It is the Constructional Engineer who must be the adviser in the 
designing and lay-out of the machines and departments in the planning 
of the factory, and it is here that the work of the Costing expert, with 
his special knowledge as to the requirements of an efficient costing instal- 
lation, must dovetail and co-ordinate with that of the Engineer, in order 
to obtain the maximum of efficiency in factory production. 

The Engineer is in the position of being able to appreciate this, as his 
knowledge of costing is more than superficial. 

He is also in the position of being able to criticise any system that 
may be installed, and on occasions has done this to considerable purpose. 

How often does that Engineer, who has planned his estimates on some 
exact basis, find them all at sea because he has had to rely for overhead 
upon some arbitrary percentage of Direct Labour, and his Direct Labour 
has been wrong as he could not rely upon previous figures derived from 
similar orders. 

The fundamental reason for this is a loose system of costing and lack of 
co-ordination between the costing and engineering side of the organisa- 
tion ; the clerical can not, or will not, appreciate the engineering outlook. 

The following may be cited as a typical instance of the failure of many 
concerns to deal with realities. 

A scheme is set before the executives of a concern, pointing out the 
weaknesses of the allocation of burden as a percentage of Direct Labour, 
and that any other method is preferable; in any case oncost is more 
truly apportionable to time than to value. 

Overhead can also be disposed of more satisfactorily, as Direct Labour 
hours per shop can be estimated with sufficient accuracy for the alloca- 
tion of oncost, whereas Direct Labour value cannot be so estimated. 

This latter statement, can, apparently, be a contentious point, as it is 
often said that for all practicable purposes they are one and the same 
thing, Labour costs being readily ascertainable by applying the fixed 
hourly rates for the several trades to the estimated hours. 

Primarily, this result would only be achievable if— 

(1) Type of production unchanging from period to period ; 

(2) Quantity of production always constant ; 


(3) Direct Labour value unchanging on each and every type of 
production ; 
(4) Labour Hours unchanging on each and every type of production. 


In other words, Standard perfect and Output unvarying. 

This will never be the case unless a system of Standard Costs is 
installed, and it certainly would not be the case with a concern having 
marked variations in under-absorbed oncost at the close of the fiscal 
period. 
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The fact of there being under-absorbed oncost implies that there is no 
foundation for such a statement, and further emphasises that there 
should be much closer co-operation between the Engineering and costing 
personnel. 

Provided Direct Labour Hours are known for a certain period with 
a reasonable degree of accuracy, there will be differences between time 
and value because of— 

(1) Variations in Machine Hours :— 

With a scientific system of costing machine hour variations would be 
adjusted per medium of Idle Time, with the Direct Labour method it 
involves variations in pay which the application of fixed hourly rates to 
the several trades will not adjust. 

(2) Variations in time of skilled and unskilled labour :— 

This would always apply where production was not standard, or where 
jobs of all types were done to order and always of a varied nature. 

(3) Variations in Direct Labour per shop. 


No. 2 also applies in this case. 

Even though the Direct Labour over the whole works may be constant, 
yet, where jobs of a varied nature are undertaken, the ratio of Direct 
Labour per shop will not remain so. 

(4) Award, etc., variations :— 

Unless a system of monthly analysis is installed, in which variations can 
be systematically analysed and adjusted such variations will affect over- 
head distribution, perhaps adversely. 

(5) Workmen employed out of their grades :— 

This is a point covered by most Awards and here again it can be seen 
how Labour values would be affected unless all work was absolutely 
Standard. 

It would be necessary to know the exact times which the men would 
work out of their grade over the period under review. 

Such variations would be evident where Labour itself was Standard, 
i.e., where an Estimating Engineer could rely upon past results as a 
guide for current estimates, but practice proves that, in many instances, 
such standards cannot be relied upon. 

The sole cause of this unreliability is lack of Planning Organisation. 

With sane planning the time and type of labour required to carry out 
a particular order are readily ascertainable, and jobs can be moved 
through in rotation from commencement to completion without interrup- 
tion. 

Wise planning does not conflict with the tenets of most Australian 
Awards which state that Piece and Bonus Work shall not be permitted. 
The sole reason for such exclusion is fear of victimisation, the average 
worker being a conscientious man who will give a fair return for wages 
received. 

It is a wider knowledge of the “Incidence of Overhead” which is 
required by Industry, as only in this knowledge will it become generally 
recognised that overhead has as much right to be charged directly against 
the production to which it most refers, as has Direct Material and Labour. 

It should not be flung, in some loose haphazard method, upon all 
production, as though it were some unwanted corpse, better buried and 
forgotten. 

Only by striving for co-ordination between all Departments con- 
cerned, can its full importance be appreciated. 
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The Commercial Accountant — His Training and 


Function 
By H. C. NicHoLson 


In a not so very recent past the great professions were generally con- 
sidered to be the Church, the Law, and Medicine. While these pro- 
fessions have still to-day their honoured place in the life of the community, 
there is a growing appreciation of the functions of other branches of 
knowledge due largely to their impact upon our everyday life. This is 
particularly true of the world of business. The banker is no longer a 
mere custodian of wealth and a lender of money—he is a vital unit in 
the whole life of the community. He has in his hands certain powers 
which rightly used can co-ordinate and stabilise our industrial and 
commercial activity, and by international co-operation he may help to 
keep the streams of our oversea trade flowing freely. In the realm of 
commerce these remarks are equally true for, while admitting the self- 
interest motive, no one, especially in the modern world, can live to 
himself. The development of the limited liability company has greatly 
widened the field of interest and through the medium of the shareholder 
links are made with diverse spheres of activity and the success or failure 
of a company is often reflected throughout the ramifications of our social 
and communal life. 

Such considerations remind us of the significance of the accountant 
in modern life. In the organisation of which he forms a part his position 
may be called a nerve centre and therefore clearly related to the impli- 
cations of modern business already referred to. 

The object of this essay is not only to stress the function of the 
accountant in the narrow sense but to make some contribution, however 
small, towards the widening of these functions. It might be as well at 
the outset to differentiate between the public and the commercial accoun- 
tant. The difference can be seen chiefly from the point of their approach 
to accountancy. The public accountant approaches his work, in a sense, 
from the outside. He approaches it frequently as an examiner and his 
examination may become a deep investigation; he may become an 
accuser or merely a helpful critic. Less frequently, perhaps, he may 
function as a consultant and his particular knowledge will often fit him 
to give wise counsel in varied matters relating to his work. At all times 
unless by specific arrangement he approaches a business as an outsider, 
and herein lies, as already indicated, the distinguishing feature of his 
work as compared with the work of a commercial accountant. The com- 
mercial accountant is the one who approaches the task from the inside. 
Linked with the public accountant in the one profession, there is 
co-operation in accordance with the obligations imposed upon both. 

The technical training required for both the public and the com- 
mercial accountant is identical while the practical training proceeds 
along the lines already outlined. 

Considering then, in the first place, the technical training of the 
accountant, this is defined chiefly by the scope of the examinations set 
by the recognised accountancy institutes. An accountant who has quali- 
fied by examinations for membership in one of these institutes has 
gained by study a thorough knowledge of the fundamentals and practice 
of bookkeeping in all its aspects. Even in the field of costing, which is 
becoming more and more a profession in itself, there is sufficient atten- 
tion given to it by the accountancy institutes to provide members with 











THE AUSTRALIAN ACCOUNTANT AUG. 





382 


the principles of costing to enable them to extend their knowledge in 
any particular class of costing which they may desire to study. 

Reference has already been made to the link between the public and 
the commercial accountant, and in the subject of auditing this link is 
established. The study of auditing is required by all accountancy insti- 
tutes, and by this study the commercial accountant is prepared, not only 
to render sound advice, but, furthermore, so to order his routine and 
the layout of his work, that the task of auditor is not only rendered easier, 
but more effective. Auditors frequently meet ill-concealed hostility to 
their requests for information, but where their client is represented by 
an official who recognises the implication of the requests, harmonious 
co-operation is the more likely to exist. 

Perhaps the last, and by no means least, important part of the accoun- 
tant’s technical knowledge arises out of his study of commercial law. 
Regarding the necessity for a thorough knowledge of income tax law, 
there can be no question, but in other fields members of the legal pro- 
fession have, at times, received the accountant’s association with their 
particular learning with at least suspicion, and at times, resentment. 
That this should be so is not the fault of the accountancy bodies—-rather 
is it the fault of individuals who perhaps, through excessive zeal for 
their clients, or through a natural facility, have undertaken tasks which 
in a strict sense were beyond their powers. The curriculum of the 
accountancy institutes as regards commercial law is directed not for the 
purpose of invading the prescribed limits of another profession, but 
rather to give to accountants a knowledge of the requirements of the 
law. The scope of the knowledge is such that its proper application 
must clearly show where and at what stage the assistance of the legal 
profession should be sought and, furthermore, the accountant’s know- 
ledge and practical experience should tend only towards co-operation 
as contrasted with the suggestion of rivalry referred to. 

These brief references to an accountant’s technical training could be 
easily amplified, but they at least indicate in a broad sense the ground 
covered. Signs are not wanting that more may be required of the student 
in the future, but the examiners will do well to weigh fully the signifi- 
cance of all new matter. There is, however, an aspect of this which 
arises out of the peculiar function of the commercial accountant. Must 
he be a qualified secretary to be a trained executive? Under present 
conditions one might say “Yes,” but should this be so? The secretarial 
profession is undoubtedly a valued one in the world of business and its 
association with the accountancy profession is extremely happy, but is 
there any reason why the study of office management should be pre- 
scribed only for the training of a secretary? The accountancy profes- 
sion must stand on its own merits and the position of an accountant in 
a commercial concern is such that executive training is a necessity. This 
writer believes that a paper on business administration should be 
included in accountancy examinations. The preparation for such an 
examination would have a twofold effect ; it would fit the candidate more 
fully for his future work and also open up a cultural side to his pro- 
fession which would greatly increase the influence of the accountant in 
the world of business. 

The second part of the commercial accountant’s profession to be 
considered is its practical side. It might be said that the commercial 
accountant has three responsibilities. He is an employee and, as such, 
his primary responsibility is to his employer. In most cases he has 
juniors assisting him and he has a responsibility to them, and lastly, he 
has a responsibility to himself. 

















a 


i ee ee 











1941 THE AUSTRALIAN ACCOUNTANT 383 


His responsibility to his employer consists in making fully available 
the knowledge he has acquired and by so using that knowledge that 
certain definite results may be obtained. The most obvious results will 
be that the accountancy records of his employer are accurate, clear and 
up to date. These constitute the basic elements in his work and any 
facility which he may have in other directions is largely negatived if 
these fundamental duties are not performed and performed according 
to the highest standards. There is within the accepted scope of the 
commercial accountant’s work a further application of his technical 
knowledge in that he acts in an advisory capacity. The problems of 
income tax, sales tax and wages tax have assumed almost menacing 
proportions in commercial life. The accountant’s training fits him for 
dealing with these matters and it is here that emphasis might be laid 
on an accountant’s obligation to keep himself well abreast of all develop- 
ments in his work. 

Employers engaged in different enterprises will have varied require- 
ments from their accountants. Some will require a greater knowledge 
of costing than others or perhaps the nature of the business may require 
the accountant to be an expert in credit control, but the matters outlined 
are an indication of the service an accountant is capable of rendering 
to his employer. 

There is then his responsibility to his juniors. It is here that the 
writer would personally and particularly plead for the spirit of service 
which should characterise the members of a great profession. Men who 
have been disciplined by study should realise that the potentialities of a 
human life are frequently not seen on the surface, and such a considera- 
tion should be in the minds of accountants when dealing with their 
juniors. Thousands of young men and women receive, in the life of a 
modern office, the training which largely influences their future life in 
the office and elsewhere. There is, therefore, a tremendous responsi- 
bility on the man who directs their work. In order to fulfil this responsi- 
bility the accountant must at all times seek to bring out the best from 
the human material he handles. The strong background of constituted 
authority is necessary, but it need seldom be more than a background, 
and the needed discipline should arise from a cultivation of the innate 
loyalties which lie at the heart of most people. So many of the irregu- 
larities of human life are but defences put up against some misunder- 
standing or injustice, real or imagined, but if in business the desire to 
serve and the desire for knowledge are encouraged, these superficial 
defences will often break down by the very output of new constructive 
effort. The last responsibility to be considered is his responsibility to 
himself. His work, like the work of most people, tends towards in- 
sularity. There is a viewpoint often taken by the self-made man of 
business that such insularity in the accountant’s life is a qualification 
in that it tends to concentration on the immediate job. This viewpoint 
is based on a wrong conception of the accountant’s work. The currency 
of this conception has been in mind while preparing this essay, and when 
one considers the nature of the commercial accountant’s responsibilities, 
some of which have been outlined, then the conclusion must necessarily be 
reached that the men most fitted for these responsibilities are men whose 
horizons of thought are wide and who bring to their work the creative- 
ness which insularity so often neutralises. 

The accountant should acquaint himself with current thought in con- 
nection with his own profession, and the various accountancy journals 
are, generally speaking, good guides in such reading and study. Secondly, 
he should be a thoughtful student of world affairs, even when events 
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are less compelling than they are to-day. The restrictions and regula- 
tions imposed upon the business community to-day have frequently their 
genesis in the political sphere and a knowledge of such matters contri- 
butes towards that broader viewpoint already referred to. 

Lastly, it must be remembered that man is a trinity. We have dealt 
with the mind and as an auxiliary of the efficient mind the need of pre- 
serving physical health is obviously important. Furthermore, in support 
of the statement that man is a trinity, it is almost a truism to say that 
the motivating forces in a human life lie in the realm of the abstract or 
intangible. It is not the purpose of this essay to define such matters, but 
it is suggested that the windows of the soul be kept open to all that 
leaves permanent and ennobling influences. 

In concluding this essay a word or two may be said on the future of 
the commercial accountant. The world to-day is in upheaval, partly 
because a bottleneck has been created through the predominance of 
man’s acquisitiveness in all spheres of life. Commercial activity has 
manifested perhaps the greatest evidence of this characteristic and in 
the accountancy profession the writer of this essay sees the possibility 
of a corrective. The infiltration into commercial life of men and women 
who not only serve their employers but the ideals and standards of their 
profession must tend to create, however slowly, the spirit of service. 
It is here that the issue in the world lies largely and, if I might coin a 
phrase in contrast to the old saying “business is business,” I would say 
that an action which is ethically sound must always be the right action. 

It is in that belief that the accountant must go on. Our social system 
may change, in fact it must change, but the work of the accountant will 
still be an essential service for it deals with a fundamental relationship 
in the world of everyday affairs. 

It has been observed that many of the great leaders of the army were 
trained in the technical units, and as we look forward to the day when 
men will seek to gather up the threads of peaceful living, that observation 
may well have both a message and a challenge to us who in one of the 
technical units of commerce have served our time. 
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